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November,  1995 


Dear  Colleague: 

I  would  like  to  thank  you  for  the  time  you  gave  to  our  research  consultant  when  you  were 
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professional  services. 
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and  informative. 

Thank  you  again  for  giving  INPUT  the  benefit  of  your  knowledge  and  experience. 
Sincerely, 


Wilson  Haddow 
Vice  President 

Enc. 

P.S.  If  you  are  interested  in  more  information  about  our  study  or  in  purchasing  the 
complete  report,  please  call  Paul  Kendrick  at  (415)  528-318  or  send  an  e-mail  to 
paul_kendrick  ©input. com 
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Enclosed  is  your  copy  of  INPUT'S  report.  Pricing  and  Marketing  of  Professional  Services.  It  is  one 
more  publication  of  INPUT'S  Systems  Integration  Program. 

Professional  services  are  in  demand,  the  market  is  growing,  and  it  offers  the  opportunity  to  differentiate  a 
vendor's  services  from  competitive  offerings.  But  what  are  the  best  strategies  to  follow  in  marketing  and 
pricing  professional  services  in  the  1990s?  How  can  revenue  be  increased  and  profits  maximized? 

The  key  topics  explored  include  the  following: 
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Abstract 


This  report  analyses  the  effectiveness  of  current  pricing  and  marketing 
approaches  and  provides  guidance  on  how  professional  services  vendors 
should  price  and  market  services. 

The  objectives  of  this  report  are  to  identify  and  analyze  the  market 
environment  in  which  users  and  vendors  of  professional  services  interact, 
to  determine  the  key  considerations  of  users  as  they  purchase 
professional  services,  and  to  understand  and  make  recommendations  for 
the  marketing  and  pricing  of  professional  services  by  vendors. 

Pricing  and  Marketing  of  Professional  Services  will  identify  users 
concerns  regarding  how  integration  services  are  currently  marketed  and 
priced,  provide  analysis  of  the  importance  of  pricing  on  vendor  selection 
and  suggest  areas  of  change  in  vendors'  strategies  for  marketing  of 
professional  services. 

The  report  contains  64  pages  and  51  exhibits. 


BIPM 


©  1995  by  INPUT.  Reproduction  Prohibited. 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


Published  by 
INPUT 

1881  Landings  Drive 

Mountain  View,  CA  94043-0848 

United  States  of  America 


U.S.  Systems  Integration  and 
Professional  Services  Program 

Pricing  and  l\/larl<eting  of  Professional 
Services 


Copyright  ©  1995  by  INPUT.  All  rights  reserved. 
Printed  in  the  United  States  of  America.  No  part  of  the 
publication  may  be  reproduced  or  distributed  in  any 
form,  or  by  any  means,  or  stored  in  a  database  or 
retrieval  system,  without  the  prior  written  permission 
of  the  publisher. 

The  information  provided  in  this  report  shall  be  used 
only  by  the  employees  of  and  within  the  current 
corporate  structure  of  INPUT'S  clients,  and  will  not  be 
disclosed  to  any  other  organization  or  person 
including  parent,  subsidiary,  or  affiliated  organization 
without  prior  written  consent  of  INPUT. 

INPUT  exercises  its  best  efforts  in  preparation  of  the 
information  provided  in  this  report  and  believes  the 
information  contained  herein  to  be  accurate. 
However,  INPUT  shall  have  no  liability  for  any  loss  or 
expense  that  may  result  from  incompleteness  or 
inaccuracy  of  the  information  provided. 


BIPM*  566'  1995 


BIPM 


1995  by  INPUT.  Reproduction  Prohibited. 


INPUT 


STRATEGIC  MARKET  PERSPECTIVE 


Pricing  and  IVIarketing  of 
Professional  Services 


U.S.  Systems  Integration  and  Professional  Services  Program 


INPUT 


Clients  make  mformed  decisions  more  quickly  and  economically  by  using 
INPUT'S  services.  Since  1974,  information  technology  (IT)  users  and  vendors 
throughout  the  world  have  relied  on  INPUT  for  data,  research,  objective  analysis 
and  insightful  opinions  to  prepare  their  plans,  market  assessments  and  business 
directions,  particularly  in  computer  software  and  services. 

Contact  us  today  to  learn  how  your  company  can  use  INPUT'S  knowledge  and 
experience  to  grow  and  profit  in  the  revolutionary  IT  world  of  the  1990s. 


Subscription  Services 


Information  Services  Markets 

-  Worldwide  and  country  data 

-  Vertical  industry  analysis 

Systems  Integration/Professional 
Services  Markets 

Client/Server  Software 

Outsourcing  Markets 

Information  Services  Vendor 
Profiles  and  Analysis 

Electronic  Conmierce/Intemet 

U.S.  Federal  Government  IT 
Markets 

IT  Customer  Services  Directions 
(Europe) 

Service  Features 


•  Research-based  reports  on  trends, 
etc.  (More  than  100  in-depth  reports 
per  year) 

•  Frequent  bulletins  on  events,  issues, 
etc. 

•  5-year  market  forecasts 

•  Competitive  analysis 

•  Access  to  experienced  consultants 

•  Immediate  answers  to  questions 

•  On-site  presentations 


Databases 


Software  and  Services  Market 
Forecasts 

Software  and  Services  Vendors 

U.S.  Federal  Govenunent 

-  Procurement  Plans 
(PAR,  APR) 

-  Forecasts 

-  Awards  (FAIT ) 

Custom  Projects 


For  Vendors — analyze: 

•  Market  strategies  and  tactics 

•  Product/service  opportunities 

•  Customer  satisfaction  levels 

•  Competitive  positioning 

•  Acquisition  targets 

For  Buyers — evaluate: 

•  Specific  vendor  capabilities 

•  Outsourcing  options 

•  Systems  plans 

•  Peer  position 

Other  Services 


Acquisition/partnership  searches 


INPUT  Worldwide 

Frankfurt 

Perchstatten  16 
D-35428 
Langgons 
Germany 

Tel.  +49  (0)  6403  911  420 
Fax  +49  (0)  6403  911  413 

London 

Cornwall  House 
55-77  High  Street 
Slough,  Berkshire 
SLl  IDZ,  England 
Tel.  +44  (0)1753  530444 
Fax  +44  (0)1753  577311 

New  York 

400  Frank  W.  Burr  Blvd. 
Teaneck,  NJ  07666-6810 
U.S.A. 

Tel.  1  (201)  801-0050 
Fax  1  (201)  801-0441 

Paris 

24,  avenue  du  Recteur 
Poincare 
75016  Paris 
France 

Tel.  +33  (1)  46  47  65  65 
Fax  +33  (1)  46  47  69  50 

San  Francisco 

1881  Landings  Drive 
Mountain  View 
CA  94043 
U.S.A. 

Tel.  1  (415)  961-3300 
Fax  1  (415)  961-3966 

Tokyo 

Saida  Building,  4-6, 
Kanda  Sakuma-cho 
Chiyoda-ku,  Tokyo  101 
Japan 

Tel.  +81  3  3864-0531 
Fax +81  3  3864-4114 

Washington,  D.C. 

1921  Gallows  Road 
Suite  250 
Vienna,  VA  22182 
U.S.A. 

Tel.  1  (703)  847-6870 
Fax  1  (703)  847-6872 


INTERNATIONAL  IT  INTELLIGENCE  SERVICES 


M&S  459A)1  1 0/95 


I 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


Table  of  Contents 


I            Introduction  1 

A.  Purpose  1 

B.  Scope  and  Methodology  1 

C.  Organization  3 

D.  Related  Reports  4 


II           Executive  Overview  5 

A.  Objectives  of  This  Report  5 

B.  Systems  Integration  and  Professional  Services  Marketplace  5 

1.  Market  Overview  5 

2.  U.S.  Professional  Services  Market  Forecast  12 

C.  User  Values  in  Acquiring  Professional  Services  13 

D.  Vendor  Marketing  and  Pricing  Strategies  and  Practices  13 

E.  Recommendations  14 


III          User  Values  in  Acquiring  Professional  Services  15 

A.  Professional  Services  Budgets  in  Perspective  15 

B.  User-Identified  Major  Issues  17 

C.  Recent  Use  of  and  Current  Needs  for  Professional  Services  19 

1.  Recent  Use  of  and  Satisfaction  with  Professional  Services  19 

2.  Current  Needs  21 

D.  User  Experience  with  Professional  Services  22 

1.  Latest  Use:  Key  Satisfactions  and  Dissatisfactions  22 

2.  Ongoing  Use  of  Professional  Services  24 

E.  Users'  Vendor  Selection  Criteria  26 

1.  Vendor  Attributes  26 

2.  Price  Sensitivity  28 

3.  Who  Selects  a  Professional  Services  Vendor?  32 

F.  Systems  Integration  33 

G.  Build/Buy  Decisions  37 

H.  Profile  of  the  Ideal  Professional  Services  Vendor  40 

BIPM                                                                       ©  1995  by  INPUT.  Reproduction  Prohibited.  j 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


IV          Marketing  and  Pricing:  Trends,  Strategies  and  Issues  43 

A.  Vendor  Respondent  Profile  43 

B.  Technical  and  Competitive  Trends  45 

C.  Marketing  and  Pricing  Strategies  49 

1.  Marketing  49 

2.  Pricing  55 

D.  Major  Issues  in  Professional  Services  Business  Success  58 


V  Conclusions  and  Recommendations  61 

A.  Conclusions  61 

B.  Recommendations  63 


11  ©  1995  by  INPUT.  Reproduction  Prohibited.  BIPM 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


Exhibits 


I 

-1  User  Respondent  Profile  2 
-2      Vendor  Respondent  Profile  2 


II 


III 


-1 

1994  U.S.  SI  and  Professional  Services  Revenues  of  Leading 

Vendors 

6 

-2 

Major  Issues  and  Challenges  Facing  User  Organizations 

8 

-3 

Competitive  Success  Factors  in  Marketing  PS  (PS  Vendors' 

View) 

11 

-4 

Top  PS  User  Considerations 

13 

-5 

Top  PS  Vendor  Considerations 

13 

-6 

Top  PS  Recommendations 

14 

-  ± 

users  iro  £>uag6L  versus       lo  a.iia  /vii  i-/ULSiae  oervices 

xo 

TTcipr  PR  RnHo-pt  Prnfilpc; 

1 7 

A^diOT*  TcGHPC  anH  1;  n    1 1  pn  CTPG  n  Qi^mcr  TIgpt*  liT*a"CiTn  r/ci'i"!  nn  g 

-4 

Most  Recent  Use  of  PS 

20 

-5 

Satisfaction  w^ith  Recent  Use  of  PS 

21 

-6 

Current  User  Needs  by  Type  of  PS  Activity 

22 

-7 

Key  Satisfactions  and  Dissatisfactions  with  Latest  Use  of  PS 

23 

-8 

Professional  Services  Used 

24 

-9 

Types  of  PS  Vendors  Used 

25 

-10 

Professional  Services  Vendor  Selection  Criteria 

26 

-11a 

Price  Sensitivity  versus  Other  Factors 

28 

-lib 

Selection  Factors  Used  as  Alternatives  to  Price 

29 

-12 

Fixed  Pricing  versus  Variable  Pricing 

30 

-13 

Vendor  Image  and  Reputation:  Importance 

31 

-14 

Vendor  Image  and  Reputation:  Worth  to  Users 

31 

-15 

Who  Selects  the  PS  Vendor? 

32 

-16 

Do  Users  Differentiate  Between  SI  and  PS? 

33 

-17 

User  Views:  How  SI  Differs  from  PS 

34 

-18 

Changing  Importance  of  Systems  Integration  to  Users 

34 

-19 

Changes  in  User  Requirements  for  Systems  Integration, 

Next  3-5  Years 

36 

-20 

Trend:  SI  as  a  Percentage  of  the  Organization's  Outside 

Services  Budget 

36 

-21 

Build  versus  Buy  Systems:  Policies 

37 

BIPM  e  1995  by  INPUT.  Reproduction  Prohibited.  Ill 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


-22  How  Build  versus  Buy  is  Decided  38 
-23     Build  versus  Buy:  Key  Decision  Factors  ..  39 

-24     User  Specifications  for  the  Ideal  PS  Vendor  40 


-1 

Vendor  Respondent  Profile 

43 

-2 

1994  PS  Revenue  Breakdown  of  Vendors 

44 

-3 

Technology  Changes  Impacting  Professional  Services 

45 

-4 

Changes  in  the  Types  of  Professional  Services  Provided 

46 

-5 

Changes  in  Competitive  Factors  in  Professional  Services 

47 

-6 

Examples  of  PS  Industry  Consolidation  in  1995 

48 

-7 

Barriers  to  Entry 

49 

-8 

Vendor  Interviews:  Vertical  Market  Opportunities  for  PS 

50 

-9 

Service  Differentiation  Attributes  Used  in  Marketing  PS 

51 

-10 

Competitive  Success  Factors  in  Marketing  PS  (PS  Vendors 

View) 

52 

-11 

Vendor  Selection  Criteria  (PS  Customers'  View) 

53 

-12 

Means/Media  Used  to  Publicize  and  Sell  PS 

54 

-13 

How  Vendors  Charge  for  PS 

55 

-14 

Professional  Services  Pricing  Ranges 

56 

-15 

Vendor  Pricing  Strategies:  Relative  Importance          '  ■ 

57 

-16 

PS  Industry  Issues 

58 

-1  User  View:  Buying  Professional  Services  in  the  Mid-1990s  61 
-2  Vendor  View:  Marketing  Professional  Services  in  the  Mid-1990s  62 
-3       INPUT  Recommendations:  Summary  63 


iv 


©  1995  by  INPUT.  Reproduction  Prohibited. 


BIPM 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


Introduction 


A  

Purpose 

Professional  services  (PS)  provided  by  outside  vendors  represent  an 
important  and  ongoing  part  of  many  organizations'  information  systems  (IS) 
operations.  As  detailed  in  this  report,  a  number  of  changes  are  taking  place 
in  PS,  from  both  the  user's  and  the  vendor's  standpoint. 

The  objectives  of  this  report  are  to  identify  and  analyze  the  market 
environment  in  which  users  and  vendors  of  professional  services  interact,  to 
determine  the  key  considerations  of  users  as  they  purchase  professional 
services,  and  to  understand  and  make  recommendations  for  the  marketing 
and  pricing  of  professional  services  by  vendors. 

B  

Scope  and  Methodology 

Scope 

Over  95  users  and  vendors  were  interviewed  and  secondary  source  research 
was  conducted  to  obtain  the  data  and  background  information  upon  which 
this  report  is  based. 

INPUT  interviewed  57  users  of  professional  services  during  the  first  quarter 
of  1995  for  this  report.  As  indicated  in  Exhibit  I-l,  almost  half  of  the  firms 
interviewed  are  very  sizable — over  $1  billion  in  annual  revenue  or  budget — 
and  another  quarter  are  in  the  $100  million  to  $1  billion  size  range.  These 
interviews  were  aimed  at  identifying  the  key  user  needs  served  by  PS,  user's 
spending  and  buying  patterns,  the  PS  vendor  selection  criteria  they  use,  and 
what  is  most  important  to  them  about  the  professional  services  they 
obtained. 
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Exhibit  1-1 

User  Respondent  Profile 


Under  $100  Million 


$100  Million 
to  $1  Billion 
22% 


Revenue  of  Surveyed  User  Organizations 


Note:  number  of  users  surveyed  =  57  -  Source:  INPUT 

INPUT  surveyed  40  professional  services  vendors  between  the  fourth  quarter 
of  1994  and  the  second  quarter  of  1995,  as  summarized  in  Exhibit  1-2.  The 
purpose  of  these  interviews  was  to  determine  vendors'  view  of  customer 
needs  and  market  dynamics  in  general,  and  their  approaches  to  marketing 
and  pricing  professional  services  in  particular. 


Exiiibitl-2 

Vendor  Respondent  Profile 

•  Nunnber  of  vendors  surveyed  =  40 

•  Range  of  total  revenues  =  $35  million  to  $2.6  billion 

•  Range  of  1 994  PS  revenues  =  $26  million  to  $1 .1  billion 

•  PS  =  average  of  60%  of  total  firm  revenues 

Source:  INPUT 
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Methodology 

The  resulting  primary  data,  integrated  with  secondary  source  information, 
were  analyzed  for  trends  and  interrelationships  to  determine  the  user  and 
vendor  perspectives  reported  here. 

INPUT  considers  the  samples  used  commensurate  with  the  conclusions 
drawn,  and  where  appropriate,  has  adjusted  the  sample  base  to  remove  any 
undue  bias  that  could  result  from  unique  or  extreme  responses,  which  might 
otherwise  heavily  skew  the  findings. 


Organization 

This  report  is  segmented  into  five  chapters.  The  contents  of  each  are  as 
follows: 

Chapter  I,  Introduction  -  This  chapter  introduces  the  report  and  explains  its 
purpose;  defines  the  report's  organization;  explains  the  scope  of  the  report 
and  the  methodology  used  in  gathering,  analyzing,  and  preparing  the  data 
and  the  report's  findings;  identifies  related  INPUT  reports;  and  offers 
definitions  useful  in  identifying  the  professional  services  marketplace. 

Chapter  II,  Executive  Overview  -  This  chapter  provides  an  overview  of  the 
research  conducted  as  part  of  this  study,  including  an  analysis  of  trends  in 
the  PS  market  overall  that  lays  a  foundation  for  the  findings.  Following  that 
overall  analysis,  it  provides  a  brief  summation  of  the  report's  major  topics 
and  findings,  suitable  in  size  and  scope  for  the  senior  executive  who  wants  to 
survey  the  most  important  issues  and  conclusions  without  reviewing  the 
complete  study. 

Chapter  III,  User  Values  in  Acquiring  Professional  Services  -  This  chapter 
examines  the  characteristics  of  the  users  and  buyers  interviewed  for  this 
study  regarding  their  acquisition  and  use  of  professional  services,  and 
outlines  the  major  issues  they  face  for  which  professional  services  are  likely 
to  be  of  benefit.  The  discussion  provides  insights  on  the  use  of,  needs  for, 
and  experience  of  customers  with  vendors  of  professional  services,  including 
pricing  and  other  vendor  selection  criteria.  The  chapter  covers  user 
perceptions  of  the  relationship  between  systems  integration  (SI)  and 
professional  services  (PS),  looks  at  how  build-versus-buy  decisions  are  made, 
and  lists  user  specifications  for  the  "ideal"  professional  services  vendor. 

Chapter  TV,  Marketing  and  Pricing:  Trends,  Strategies  and  Issues  -  This 
chapter  profiles  the  PS  vendors  that  participated  in  this  study,  identifies  and 
analyzes  key  technical  and  competitive  trends,  details  the  marketing  and 
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pricing  strategies  of  these  vendors,  and  presents  the  issues  identified  by 
these  vendors  as  important  to  their  PS  business  success. 

Chapter  V,  Conclusions  and  Recommendations  -  This  chapter  summarizes 
input's  conclusions  regarding  user  buying  practices  and  vendor  marketing. 
It  also  summarizes  the  recommendations  made  throughout  the  report. 

P  

Related  Reports 

Related  reports  from  INPUT  that  could  be  of  interest  include: 

•  Systems  Integration  and  Professional  Services  Markets,  1994-1999 

•  The  Relationship  Between  BPR  and  Systems  Integration 

•  Strategies  for  Successful  Alliances 

•  Systems  Integration  in  Health  Services 

•  Systems  Integration  in  Discrete  and  Process  Manufacturing 

•  Desktop  Systems  Integration  Market 

•  Contractual  Approaches  to  Project  Risk  Reduction 

•  Pricing  and  Marketing  Professional  Services  in  the  90s  (published  in 
1992) 

In  addition,  profiles  are  available  on  professional  services  and  systems 
integration  vendors  such  as: 

•  American  Management  Systems,  Inc. 

•  Computer  Sciences  Corporation 

•  Analysts  International  Corporation 

•  Coopers  &  Lybrand 

•  Andersen  Consulting 

•  AT&TGIS 

•  EDS 

•  GE  Information  Services 

•  IBM(ISSC) 
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Executive  Overview 


This  chapter  provides  an  overview  of  the  research  conducted  as  part  of  this 
study,  including  an  analysis  of  trends  in  the  PS  market  overall  that  lays  a 
foundation  for  the  findings.  Following  the  overall  analysis,  it  provides  a  brief 
summation  of  the  report's  major  topics  and  findings,  suitable  in  size  and 
scope  for  the  senior  executive  who  wants  to  survey  the  most  important  issues 
and  conclusions  without  reviewing  the  complete  study. 


Objectives  of  this  Report 


The  objectives  of  this  report  are  to  identify  and  analyze  the  market 
environment  in  which  users  and  vendors  of  professional  services  interact,  to 
determine  the  key  considerations  of  users  as  they  purchase  professional 
services,  and  to  understand  and  make  recommendations  for  the  marketing 
and  pricing  of  professional  services  by  vendors.  Over  95  users  and  vendors 
were  interviewed  and  secondary  source  research  was  conducted  to  obtain  the 
data  and  background  information  upon  which  this  report  is  based. 


B 


Systems  Integration  and  Professional  Services  Marketplace 

1.  Market  Overview 

The  leading  US  vendors,  based  on  INPUT  estimates  of  combined  SI  and 
professional  services  revenues  in  1994  are  listed  in  Exhibit  II- 1. 
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Exhibit  11-1 


1994  U.S.  SI  and  Professional  Services  Revenues 
of  Leading  Vendors  (Values  shown  in  billions) 


Andersen  Consulting 
Computer  Sciences 
EDS 


AT&T  GIS 


IBM 


Unisys 


Hewlett-Packard 


Ernst  &  Young 
Digital  Equipment 


$4.0 
$1.4 
$1.4 
$1.5 
$1.0 
$0.6 
$0.3 
$0.4 
$0.6 


Source:  INPUT 


INPUT  makes  a  fundamental  distinction  between  professional  services  and 
systems  integration.  At  its  most  basic,  a  PS  contract  with  the  user  does  not 
include  any  hardware  acquisition,  while  an  SI  contract  places  prime 
responsibility  on  the  vendor  for  timely  and  on-budget  completion  of  the 
contract,  including  hardware  acquisition  for  the  customer.  As  noted  in  this 
report,  some  users  and  vendors  distinguish  between  PS  and  SI  on  this  basis, 
while  others  tend  to  lump  them  together  as  outside  vendor  services. 

There  is  a  general  trend  toward  more  SI  offerings  by  more  vendors,  including 
PS  vendors  expanding  into  SI;  note  that  the  research  conducted  for  this 
report  also  shows  many  SI  vendors  moving  into  PS.  In  many  instances,  the 
SI  charging  rate  is  higher,  due  to  the  higher  risks  of  providing  a  complete 
solution  on  time  and  on  budget.  Note  also  that  SI  work  often  leads  to  add-on 
or  continuing  contracts  or  outsourcing  of  the  function,  sometimes  to  the  SI 
vendor. 

As  detailed  in  the  INPUT  report,  U.S.  Systems  Integration  and  Professional 
Services  Markets,  1994-1999,  professional  services  (PS)  and  SI  together 
represented  a  $34  billion  market  in  the  U.S.  in  1994,  with  nearly  two-thirds 
of  that  identified  as  PS  revenue.  See  part  2  of  this  section  for  a  more 
detailed  summary  of  INPUT'S  market  forecast. 

In  general,  regarding  user  perceptions  of  the  business  of  professional 
services,  customers  less  often  see  PS  within  the  old  model  of  "body  shop" 
remote  programming  services.  Increasingly,  customers  tend  to  want 
professional  services  delivered  at  their  site,  in  the  form  of  total  solutions. 
Some  vendors  are  starting  to  charge  customers  based  on  the  value  of  the 
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services  delivered,  sometimes  measured  in  terms  of  savings  achieved  or  new 
revenue  realized  by  the  customer  based  on  the  professional  services  provided. 

With  reference  to  value-based  pricing  of  PS,  Andersen  Consulting  refers  to 
"anchoring"  the  delivery  of  value  to  the  customer  in  PS  competency  that 
bundles  skills,  tools,  and  knowledge  as  capital.  Andersen  Consulting  refers 
to  four  such  anchors: 

1.  Best  people  and  skills.  Recruit  from  both  campus  and  industry;  balance 
value  delivered  to  the  client  with  job  satisfaction  that  leads  to  a 
committed  work  force. 

2.  Delivery  capability.  Shift  from  project  completed  to  value  delivered. 

3.  Global  knowledge  sharing.  JIT  (just  in  time)  concepts  came  from  Japan, 
while  change  management  approaches  came  from  Europe.  Aim  to 
integrate  these  by  using  new  knowledge-sharing  technologies  like  Lotus 
Notes. 

4.  Handling  complexity.  The  culture  of  the  PS  organization  must  change  as 
the  size  and  length  of  engagements  increases,  which  increases  project 
complexity. 

IBM  lists  seven  key  measures  for  the  PS  customer  relationship: 

1.  Cost/price 

2.  Ease  of  doing  business 

3.  Track  record  in  fulfilling  commitments 

4.  Understanding  of  the  customer  and  their  needs 

5.  Technical  skills  and  competence 

6.  Responsiveness  to  the  customer 

7.  Customer/vendor  communications 

Some  of  the  key  business  forces  driving  the  PS  market  include:  competition 
for  PS  contracts,  changes  in  what  customers  demand,  technology  changes, 
financial  pressures,  and  work  force  makeup — especially  the  availability  of 
technical  staff. 

In  a  changing  competitive  environment  for  professional  services, 
contradictory  trends  often  are  at  work  at  the  same  time.  For  example,  at  the 
same  time  that  PS  vendors  interviewed  for  this  study  report  that  large 
systems  integration  vendors  increasingly  are  entering  their  "turf,"  it  is  also 
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true  that  many  smaller  niche  PS  vendors  and  independent  consultants  are 
entering  the  market,  including  those  laid  off  during  IS  downsizings. 

With  increasing  competitive  pressure  to  deliver  what  the  client  needs,  PS 
vendors  must  learn  how  to  provide  both  local  and  global  services.  While 
prepackaged,  industry-oriented  PS  solutions  are  central  to  some  vendors' 
offerings,  for  large  PS  vendors  the  key  customers  are  those  who  need  highly 
customized  solutions.  IBM,  for  example,  derives  two-thirds  of  its  PS 
business  from  just  2,000  large  accounts.  In  order  to  deliver  custom  solutions, 
some  PS  firms  are  sharpening  their  focus  on  customer  needs  by  organizing 
staff  on  a  client-team  basis  ~  even  paying  the  team  and  its  individuals  based 
on  customer  satisfaction. 

Exhibit  II-2  provides  a  view  of  customer  needs  based  on  the  user  interviews 
conducted  for  this  report. 


Exhibit  11-2 

Major  Issues  and  Challenges  Facing  User  Organizations 


Workload 


Transition  to  Client/Server 
in  Particular 

Technical  Change  in 
General 


Training 


Missing  Skills  and 
Knowledge 


New  Options  for 
Communications  and 
Networking 

0%  5%  10%  15%  20%  25%  30% 

Percentage  of  Respondents  Identifying  each  Issue/Challenge 


Note:  Number  of  users  surveyed  =  57  Source:  INPUT 

Regarding  the  changes  in  what  customers  need  and  demand,  it  is  IBM's  view 
that  PS  customers  increasingly  place  a  high  value  on  time,  both  in  terms  of 
completion  of  a  project  and  regarding  use  of  internal  staff  and  management 


8 


©  1995  by  INPUT.  Reproduction  Prohibited. 


BIPM 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


time.  There  is  a  need  to  improve  the  effectiveness  of  individuals  and  the 
customer  organization  as  a  whole. 

One  PS  focus  for  making  such  improvements  is  the  provision  of  business 
process-related  services.  Andersen  Consulting  calls  this  Business  Process 
Management,  identifying  three  components:  design,  transformation,  and 
operation.  Such  "value-driven  reengineering"  (another  Andersen  term)  may 
bring  together  management  consulting  needs  and  IS  consulting 
requirements,  with  the  key  challenge  being  to  align  corporate  goals,  IT  goals, 
and  IT  responses  to  corporate  goals.  One  key  focus  for  BPR  is  to  make  better 
use  of  or  allow  easier  access  to  corporate  data.  It  should  be  noted  that 
INPUT  classifies  the  ongoing  operation  or  management  of  a  business  process 
as  a  form  of  outsourcing  and  not  part  of  professional  services. 

Another  customer  need  is  to  shape  new  IS  activities  to  cross-functional 
corporate  reorganizations.  The  reorganization  watchword  for  many  large 
user  organizations  is  the  globalization  of  competition  and  of  business 
opportunities — and  therefore  the  globalization  of  the  user  organization  itself 
and  the  attendant  needs  for  reorganization  and  PS-related  BPR.  George 
Shaheen,  Managing  Partner  of  Andersen  Consulting,  states  it  bluntly: 
"Globalization  is  driving  the  economic  engine."  In  his  mind,  the  key  words 
for  business  competition  today  are:  global,  network,  and  services.  Under 
these  conditions,  obviously  it  is  a  competitive  advantage — and  a  logistical 
and  organizational  challenge — for  a  PS  vendor's  team  to  be  both  globally 
networked  and  yet  staffed  with  local  repositories  of  skills. 

From  the  standpoint  of  the  changing  competitive  environment  for  users,  IT 
now  is  regarded  by  many  leading  firms  as  a  competitive  weapon,  and  a  small 
organization  can  use  IT  in  general  and  PS-aided  or  PS-guided  IT  changes  in 
particular  to  gain  a  technical  edge  that  allows  "David  to  kill  Goliath"  in  the 
competitive  arena. 

As  noted  repeatedly  from  this  report's  survey  data,  the  pace  of  technology 
change  is  driving  much  of  how  PS  firms  serve  user  organizations.  Andersen 
Consulting  notes  that  change  is  frequent,  unpredictable,  and  complex,  and 
the  "MTBS"  (Mean  Time  Between  Surprises)  is  much  shorter  now.  To  be 
responsive  to  customer  needs  in  this  environment,  the  PS  vendor's  team 
must  have  technical  expertise  that  is  not  just  deep;  it  must  be  broad  as  well. 
Professional  services  must  be  both  global  and  local,  and  provided  on  a 
seamless,  integrated  basis  throughout  the  process  of  helping  users  to  manage 
technical  change.  Andersen  reports  that  it  helps  customers  to  manage 
change  in  three  phases:  conceive,  implement,  and  sustain. 

The  key  area  of  technology  change  identified  in  the  data  collected  for  this 
report  is  the  trend  toward  client/server  systems  and  networking  solutions, 
given  the  ongoing  customer  evolution  from  mainframe-based  systems  to 


BIPM 


©  1995  by  INPUT.  Reproduction  Prohibited. 


9 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


networked-PC  solutions.  From  the  standpoint  of  opportunities  for  the  PS 
vendor,  this  means  first  hnking  the  customer's  legacy  mainframe-based 
solutions  with  client/server  functionality,  then  fully  integrating  them  into 
network-centric  systems.  IBM  reports  that  it  does  this  by  providing  large- 
scale  solutions  for  customers,  assuring  security,  and  fully  integrating 
systems.  Note  here  that  there  is  a  key  outsourcing  services  opportunity  after 
Sl-based  system  setup:  vendor  management  and  operation  of  the  resulting 
network  services. 

In  addition  to  implementing  new  technology,  such  as  like  client/server,  to 
meet  specific  customer  needs,  there  are  also  major  PS  opportunities  in 
helping  customers  assess  and  manage  technology  change-related  IT 
architecture  issues.  Client/server  technology,  for  example,  must  be 
addressed  at  the  architectural  level  before  most  implementation  can  proceed, 
and  this  would  also  be  true  for  the  technical  change  involved  in  customers' 
consideration  of  multi-vendor  "open"  or  "integrated"  systems,  both  on  the 
hardware  and  software  sides.  One  consulting  services  watchword  in  the 
architectural  arena  is  IT  "change  management,"  including  the  need  to 
educate  staff  regarding  technology  changes. 

A  trend  making  for  both  opportunities  and  challenges  for  the  PS  vendor  is 
the  limited  market  availability  of  technical  staff  and  expertise.  Overall, 
there  are  basic  shortages  in  IT  technical  staff  on  the  market  today,  which 
both  drives  demand  for  PS  expertise  and  makes  recruitment  of  such  experts 
more  difficult  for  PS  vendors.  On  the  demand  side,  customers  can  benefit 
from  contracting  for  specific  amounts  of  PS  staff  time  when  it  means  saving 
money  because  they  are  not  staffing  full  time  internally  for  peak-only  needs. 
Customers  also  can  apply  specialized  expertise  flexibly  and  economically  only 
as  needed,  including  project  management — especially  on  projects  of  limited 
duration.  This  need  would  also  apply  in  instances  of  high-priority  business 
requirements  and  project  deadlines,  where  use  of  professional  services  is  a 
short-term  alternative  to  internal  project  staffing  and  management  of 
complete  teams  that  might  need  to  be  disbanded  upon  project  completion. 
There  are  similar  opportunities  related  to  IT  outsourcing,  which  may  call  for 
consulting  to  aid  in  making  the  outsourcing  decision  and  may  lead  to 
business  opportunities  to  be  the  outsourcing  vendor,  if  that  is  part  of  the 
vendor's  services  offerings.  ' 

On  the  negative  side,  one  business  force  inhibiting  the  PS  market  is  the 
ongoing  budget  constraint  of  many  user  firms  in  a  merger/acquisition  or  a 
downsizing  contraction  mode.  Positively  for  PS,  though,  outside  professional 
services  can  sometimes  substitute  for  internal  resources.  Here,  however,  the 
challenging  question  for  customers  is:  When  total  IS  budgets  are  cut,  should 
the  money  left  go  to  keeping  employees  on  the  payroll,  or  to  cutting  payroll 
by  substituting  PS?  On  the  other  hand,  the  concern  of  many  users  is  that 
they  perceive  PS  as  too  expensive  in  general. 
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Exhibit  11-3 


Also  on  the  negative  side,  and  as  noted  earlier,  PS  vendors  as  well  as  users 
suffer  from  shortages  of  skilled  technical  personnel  in  a  marketplace  where  a 
rapid  pace  of  change  constantly  is  creating  needs  for  new  technical  skills.  As 
shown  in  Exhibit  II-3,  the  vendors  surveyed  regard  the  technical  skills  of 
their  professionals  as  their  key  competitive  success  factor,  so  this  shortage  is 
a  major  problem. 


Competitive  Success  Factors  in  IVIarketing  PS 
(PS  Vendors'  View) 


Technical  Skills/QualityT 
of  Professionals 


Effective/Low  Pricing 

Ongoing  Relationsfiips" 
With  Customers 


Vendor  Reputation  and  L___ 
Strength,  Including  Financia  '////// 


Market  Knowledge, 
Including  Vertical 


W////////////M9^^  13% 


Track  Record 

Value  and  Quality 
Delivered/Expectations  Met 

Focus  on  Business 
Benefits,  Planning  and  BPR 

Multiple  Locations, 
Including  International 

Methodology 


Understanding  Customer 
Needs 

Range  of  Services  Offered 


y////////Mmm^^  13% 


32% 


19% 


16% 
16% 


7///////////////M^m  13% 


20 10% 


"W///M  10% 


^  10% 


W////Mm/////M  10% 


10% 


-+- 


-+- 


-+- 


-+- 


-+- 


-+- 


0%  5%  10%         15%         20%         25%  30% 

Percentages  of  Respondents  Identifying  Success  Factor 


35% 


Note:  Percentage  of  companies  surveyed  citing  that  factor  (abstracted  from  qualitative  answers) 

Source:  INPUT 


Overall,  the  competition  for  technical  talent — from  new  college  graduates 
and  experienced  workers  alike — continues  to  increase.  One  advantage  for 
many  PS  and  SI  firms,  however,  is  their  internal  skills-training  program, 
where  they  can  upgrade  skills  of  the  PS  firm's  staff  as  well  as  training  users 
in  new  technologies.  One  way  that  firms  like  Andersen  Consulting  and  the 
PS  divisions  of  systems  firms  like  Hewlett-Packard,  Unisys,  and  Tandem  all 
cope  with  the  shortage  of  technical  personnel  is  that  they  use  lower  cost 
offshore  software  development  operations  in  foreign  locations. 
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Whatever  the  source  of  the  expertise  brought  in  by  the  professional  services 
vendor,  one  customer-perceived  advantage  of  working  with  a  single  outside 
firm  is  if  the  PS  vendor  can  provide  all  the  expertise  required  from  a  single 
source,  rather  than  requiring  the  customer  to  make  up  and  then  manage 
teams  of  external  experts.  On  the  other  hand,  for  consulting  and  systems 
development,  professional  services  buyers  may  resist  using  PS  if  they 
perceive  that  use  of  an  outside  vendor  may  not  aid  them  in  strengthening 
their  internal  expertise  over  time. 

With  regard  to  pricing  for  professional  services,  the  data  collected  for  this 
report  indicates  continued  reliance  on  time-based  billing  in  much  of  PS. 
INPUT  has  determined  that  project  manager  billing  rates  range  from  $1,400 
-  $2,000  per  day  for  large  PS  firms  to  $800  -  $1,000  for  small  firms;  at  the 
bottom  of  the  scale  of  expertise,  programmer  rates  range  from  $350  -  $1,000. 

Though  Andersen  Consulting  notes  that  an  older  model  for  PS  projects  is  to 
price  them  on  a  task  basis — with  the  newer  model  being  value-based  projects 
and  pricing — it  also  acknowledges  that  as  few  as  20%  of  its  PS  projects  today 
include  some  value  pricing  component.  This  estimate  corresponds  with  the 
findings  of  the  research  for  this  report.  Nonetheless,  Andersen  asserts  that 
it  is  shifting  from  project-oriented  and  time-based  billing  to  process-oriented, 
knowledge-based  charge  structures. 

2.  U.S.  Professional  Services  Market  Forecast 

As  detailed  in  INPUT'S  report,  U.S.  Systems  Integration  and  Professional 
Services  Markets,  1994-1999,  industry  wide  PS  revenues  of  $23.0  billion  in 
1994  are  expected  to  grow  at  a  compound  annual  growth  rate  of  11%  over 
five  years  to  $38.0  billion  in  1999.  Note  that  the  closely  related  market  for 
systems  integration  services  is  projected  to  grow  from  $11.2  billion  to  $22.7 
billion  during  the  same  period,  at  a  higher  CAGR  of  15%. 


12 


1995  by  INPUT.  Reproduction  Prohibited. 


BIPM 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


c  

User  Values  in  Acquiring  Professional  Services 

Exhibit  II-4  summarizes  the  most  highly  rated  user  considerations  in  the  use 
of  professional  services. 


Exhibit  11-4 

Top  PS  User  Considerations 

•  PS  spending  is  a  consistent  priority  for  custonners 

•  Workload  and  technology-change  solutions  (especially  client/server)  are  critical 

•  Results  are  the  key  nneasure  and  selection  criteria:  PS  vendor  size  or  reputation 
matter  less  to  most  users 

•  Price  is  important,  but  it  is  only  one  factor 

•  Many  do  not  distinguish  between  PS  and  SI 

•  The  importance  of  SI  is  increasing 

•  Both  the  vendor's  technical  skills  and  working  relationship  with  the  user  are 
important 

Source:  INPUT 

P  

Vendor  Marketing  and  Pricing  Strategies  and  Practices 

Exhibit  II-5  summarizes  the  most  highly  rated  vendor  considerations  in  the 
marketing  and  pricing  of  professional  services. 


Exhibit  11-5 

Top  PS  Vendor  Considerations 

•  Vendors  emphasize  their  technical  skills,  especially  in  client/server  and  networking 

•  PS  and  SI  increasingly  are  offered  together  and,  more  often  now,  outsourcing  as  well 

•  Competition  is  intensifying 

•  In  addition  to  technical  skills,  customer  relationships  are  very  important 

•  Vendors  generally  see  price  as  more  important  than  users  do 

•  Pricing  generally  remains  time  and  materials  or  fixed  priced 

•  Global  competition  is  the  new  reality 

•  Government-centric  PS  firms  face  big  changes 

Source:  INPUT 
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Recommendations 


Exhibit  11-6 


Exhibit  II-6  summarizes  INPUT'S  recommendations  regarding  the  marketing 
and  pricing  of  professional  services. 


Top  PS  Recommendations 


Along  with  software  development,  focus  on  technical  change — tactical  and  strategic 
Focus  on  results — and  proof 
Linnit  emphasis  on  price 

Consider  adding  SI,  and  perhaps  outsourcing,  to  service  sets 
Stay  ahead  of  the  technology-change  curve 
Watch  out  for  new  niche  vendors 

Determine  how  to  compete  with  global  firms  and  for  global  customers 


Source:  INPUT 
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III 


User  Values  in  Acquiring 
Professional  Services 


This  chapter  introduces  the  characteristics  of  the  users  and  buyers 
interviewed  for  this  study  regarding  their  acquisition  and  use  of  professional 
services,  and  outHnes  the  major  issues  they  face  for  which  professional 
services  are  likely  to  be  of  benefit.  The  discussion  provides  insights  on  the 
use  of,  needs  for,  and  experiences  of  customers  with  vendors  of  professional 
services,  including  pricing  and  other  vendor  selection  criteria.  The  chapter 
covers  user  perceptions  of  the  relationship  between  systems  integration  and 
professional  services,  looks  at  how  build-versus-buy  decisions  are  made,  and 
lists  user  specifications  for  the  "ideal"  professional  services  vendor. 


Professional  Services  Budgets  in  Perspective  : 

As  shown  in  Exhibit  III-l,  users  report  that  professional  services  are  a 
relatively  small  portion  of  IS  budgets  overall,  just  13%,  but  represent  over 
half  of  their  overall  budgets  for  outside  services.  In  other  words,  most  of 
their  IS  spending  is  internal,  but  when  they  go  outside  it  is  most  often  within 
the  category  of  professional  services.  As  detailed  in  U.S.  Systems  Integration 
and  Professional  Services  Markets,  1994-1999,  this  average  of  13%  of  overall 
IS  budgets  aggregated  to  a  forecast  $23  billion  total  U.S.  market  for 
professional  services  during  1994. 
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User  PS  Budgets  Versus  All  IS  and  All  Outside  Services 


Professional  Services 
13% 


Otiier 
87% 

Professional  Sen/ices  as  a  Portion  of  Total  IS  Budget 


Other 
46% 


54% 


Professional  Services  as  a  Portion  of  Expenditures  on  Outside  Services 


Source:  INPUT 

Note  here  an  interesting  comparison  with  the  previous  edition  of  this  INPUT 
report  in  1992,  Pricing  and  Marketing  Professional  Services  in  the  1990s. 
While  the  1992  percentage  of  all  IS  budgets  was  substantially  the  same,  11% 
in  1992  versus  13%  in  1995,  the  percentage  of  all  outside  services  money 
allocated  for  professional  services  has  dropped  from  75%  in  1992  to  just  54% 
in  1995.  This  is  in  line  with  the  following  analysis  and  prediction  from  the 
1992  report:  "INPUT  considers  these  percentages  [professional  services  as  a 
75%  proportion  of  all  outside  services]  to  be  a  reflection  of  staffing 
conservatism  in  an  uncertain  economic  environment  and,  as  conditions 
improve,  permanent  internal  staffs  will  again  grow  and  the  PS  percentage  of 
the  outside  services  budget  will  decrease." 
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Exhibit  III-2  shows,  on  average,  how  users  allocate  these  professional 
services  budget  dollars.  The  heavier  spending  on  software  development 
reflects  the  fact  that  this  category  of  professional  services  in  general  is 
relatively  more  staff  intensive,  and  that  software  development  work  often 
must  be  completed  against  tight  project  deadlines  that  tend  to  decrease 
users'  sensitivity  to  the  expense  involved. 


Exhibit  III-2 


User  PS  Budget  Profiles 


Software  Development 
41% 


Training  and  Education 
27% 


Consulting 
32% 


Spread  of  PS  Expenditure 


Source:  INPUT 


Given  this  higher  proportion  of  user  spending  for  software  development 
services,  INPUT  recommends  that  any  vendor  of  professional  services  that 
has  a  relatively  weak  offering  in  software  development  consider  augmenting 
that  offering.  By  doing  so,  the  vendor  then  will  be  able  to  lead  with  skills  in 
software  development  as  the  most  likely  single  area  for  users  to  spend  PS 
dollars.  This  does  not  undercut  the  importance  of  strength  in  consulting  and 
training  and  education;  it  simply  says  that  weakness  in  software 
development  may  lead  to  a  significant  number  of  missed  opportunities  and 
PS  money  being  left  "on  the  table." 


User-Identified  l\/lajor  Issues 

Users  were  asked  to  list  the  major  issues  and  challenges  facing  their 
organizations  that  could  be  addressed  through  professional  services.  The  top 
responses  across  all  interviews  are  listed  in  Exhibit  III-3. 
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Exhibit  III-3 


Major  Issues  and  Challenges  Facing  User  Organizations 


Workload 


Transition  to  Client/Server  in 
Particular 


Technical  Change  in 
General 


Training 


Missing  Skills  and  Knowledge 


New  Options  for 
Communications 
and  Networking 


0% 


18% 


14% 


5% 


-t- 


-+- 


10%  20% 
Portion  of  Users  Identifying  Each  Issue/Challenge 


30% 


30% 


Source:  INPUT 


In  direct  correlation  with  the  previous  exhibit's  finding  about  the  high 
proportion  of  PS  spending  going  to  software  development,  here  users  see 
workload  as  the  primary  problem  that  professional  services  can  help  them 
address.  Project  deadlines  in  particular,  and  thus  the  software  development 
required  to  meet  them,  are  cited  repeatedly  by  users. 

Two  technical  evolution  issues  show  up  next:  today's  ongoing  transition  to 
client/server  systems  and  the  general  acceleration  of  technical  change.  Here 
users  are  saying,  first,  that  the  specific  challenge  of  evolving  from 
mainframe-based  or  minicomputer-based  IS  to  networked  client/server  PCs 
is  a  particular  area  in  which  they  need  PS  help.  This  help  can  come  in  many 
forms  of  professional  services:  consulting  on  how  to  manage  the  evolution, 
training  and  education  that  improves  the  IS  staffs  skill  set  (as  cited  directly 
by  9%  and  7%  of  the  users  here),  and  specific  software  development  expertise 
applied  to  leading-edge  projects.  Second,  they  are  saying,  client/server 
evolution  is  a  sub-set  of  the  accelerated  pace  of  technical  change  they  must 
face — change  that  PS  experts  are  called  upon  by  users  to  help  anticipate, 
manage  and  implement. 
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INPUT  recommends  that  PS  vendors  pay  very  close  attention  to  this 
feedback  about  the  challenge  that  users  perceive  in  coping  with  technical 
evolution.  In  contrast  to  any  "body  shop"  images  associated  with  software 
developers  available  "for  hire,"  this  technical-change  need  represents  highly 
qualitative,  high-value-added  vendor  opportunities  for  professional  services. 
Vendors  that  win  such  business  from  users  will  be  those  that  clearly 
communicate  and  demonstrate  their  leading-edge,  "ahead  of  the  pack"  ability 
to: 

•  Identify  which  of  the  many  issues  of  technical  evolution  affect  a  specific 
user  organization 

•  Propose  a  set  of  professional  services  to  cope  pro-actively  with  those  issues 

•  Deliver  very  timely  services  designed  and  implemented  to  keep  the  user 
ahead  of  the  curve  of  technological  change 

Based  on  the  user  concerns  about  technical  change  expressed  repeatedly 
during  these  interviews,  INPUT  believes  that  these  represent  excellent 
opportunities  for  a  PS  vendor  to  distinguish  itself  from  the  competition,  win 
more  business,  and  price  that  business  aggressively  based  on  the  value 
delivered. 

c  

Recent  Use  of  and  Current  Needs  for  Professional  Services 

1.  Recent  Use  of  and  Satisfaction  with  Professional  Services, 

As  shown  in  Exhibit  III-4,  the  vast  majority  of  those  surveyed  (75%)  are 
current  users  of  professional  services,  with  the  latest  use  by  most  others 
falling  within  1994,  the  year  before  this  first-quarter  1995  survey. 
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■+- 


-+- 


-+- 


0%  20%  40%  60% 

Percentage  of  Users  with  Most  Recent  Use  of  PS  in  Each  Timeframe 


80%. 


Note:  Totals  do  not  equal  100%  due  to  rounding 


Source:  INPUT 


Note  that  these  percentages  are  virtually  identical  to  the  1992  findings. 
Professional  services  were  then  and  are  now  a  core,  ongoing  IS  activity  and 
this  is  expected  to  continue  in  the  late  '90's. 

Exhibit  III-5  indicates  a  very  high  level  of  user  satisfaction  with  professional 
services:  two-thirds  of  users  surveyed  rate  their  recent  use  of  PS  at  4  or  5  on 
a  five-point  scale,  where  5  signifies  very  satisfied  and  4  represents  a  satisfied 
rating.  Interpreting  this  in  relation  to  the  previous  Exhibit,  professional 
services  are  an  ongoing  IS  activity  in  part  because  they  are  judged  by  most 
users  to  deliver  real  value. 
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Exhibit  III-5 

Satisfaction  witli  Recent  Use  of  PS 


other 


Satisfied  or  Very 
Satisfied 
67% 


Portion  of  Users  Satisfied  or  Very  Satisfied 
witfi  Recent  PS  Usage 


Note:  Number  of  users  surveyed  =  57  Source:  INPUT 

2.  Current  Needs  ■ 

As  shown  in  Exhibit  III-6,  users  report  high  levels  of,  and  roughly  equal, 
current  need  overall  for  the  three  key  types  of  professional  services. 
Interpreted  in  relation  to  Exhibit  III-2  above,  this  means  that  while  more 
budgeted  PS  money  goes  to  fund  relatively  more  expensive  software 
development  projects,  users  perceive  roughly  equal  IS  needs  for  software 
development,  consulting,  and  training  and  education.  This  user  perception 
ties  in  to  the  substantial  "pain  factor"  of  keeping  up  with  technological 
change,  as  discussed  in  relation  to  Exhibit  III-3  above;  users  perceive  strong 
needs  for  the  kinds  of  assistance  that  consulting  and  training  and  education 
services  provide  to  help  them  adapt  to  the  pace  of  technical  evolution. 
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Exhibit  ill-6 


Current  User  Needs  by  Type  of  PS  Activity 


Consulting 


Training  and  Education 


Software  Development 


0% 


84% 


81% 


77% 


-+- 


-+- 


-+- 


20%  40%  60%  80% 

Portion  of  Respondents  Identifying  Each  Need 


100% 


Note:  Number  of  users  surveyed  =  57,  multiple  responses  allowed 


Source:  INPUT 


D  

User  Experience  with  Professional  Services 

1.  Latest  Use:  Key  Satisfactions  and  Dissatisfactions 

As  noted  earlier  in  Exhibit  III-5,  67%  of  the  users  surveyed  are  satisfied  with 
their  latest  use  of  professional  services.  Exhibit  III-7  details  the  specifics  of 
that  high  level  of  satisfaction. 
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Exhibit  III-7 


Key  Satisfactions  and  Dissatisfactions  with  Latest  Use  of  PS 


Results,  Quality  and 
Service 


Vendor's  Knowledge 


Schedule  Performance 


Expense 


9% 


ViV*V»V»V»V»V 

>>>>K«>>>>>I» 


>>>>>>>>>>> 


4% 


7% 


0% 


-+- 


□  Dissatisfied 
Ea  Satisfied 


0% 


5% 


10%  15% 
Latest  Use  of  PS 


20% 


23% 


25% 


Note:  Number  of  users  surveyed  -  57 


Source:  INPUT 


Repeatedly  in  response  to  this  qualitative,  open-ended  question,  users  say  in 
one  way  or  another  that  their  satisfaction  —  or  dissatisfaction  —  is  based  on 
the  results  delivered  by  the  PS  vendor.  In  terms  of  this  group  of  factors, 
users  ask  questions  such  as:  "Will  the  results  be  what  we  are  promised  and 
what  we  expect?"  "Will  the  quality  of  service  delivered  measure  up  to  our 
expectations?"  "What  level  of  service,  or  lack  of  service,  will  we  experience 
from  the  vendor?" 


Vendor  knowledge,  as  demonstrated  during  the  PS  engagement,  is  also 
important  to  users,  but  note  that  this  is  cited  only  half  as  often  as  the  earlier 
set  of  factors.  Schedule  performance  is  important  to  some  users  as  a 
specifically  cited  satisfaction  factor,  while  expense  is  cited  by  users  only  in 
relation  to  their  dissatisfaction  with  what  they  had  to  pay  for  PS. 

INPUT  recommends  that  vendors  regard  this  set  of  findings  as  a  reminder 
that  to  earn  user  satisfaction,  and  thus  repeat  business,  they  must  never 
take  their  eye  off  the  service  they  provide  to  users.  In  the  view  of  the  users 
interviewed  here,  this  includes  both  relatively  intangible  service  factors,  like 
the  vendor's  accessibility  and  responsiveness  and  the  quality  of  service 
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delivered,  as  well  as  the  bottom-line  judgment  that  the  user  makes  about 
whether  the  results  delivered  are  in  line  with  expectations. 

2.  Ongoing  Use  of  Professional  Services 

Exhibit  III-8  shows  interview  findings  on  the  pattern  of  customer  use  of  the 
three  main  categories  of  PS. 


Exhibit  ill-8 


Professional  Services  Used 


Consulting 


Software  Development 


Education  and  Training 


39% 


-+- 


-+- 


-+- 


-+- 


51% 


-+- 


60% 


0%  10%  20%  30%  40%  50%  60% 

Portion  of  Organizations  Using  Eacti  Type  of  Service 


Note:  Number  of  users  surveyed  =  57,  multiple  responses  allowed 


Source:  INPUT 


While  the  earlier  Exhibit  III-6  showed  relatively  equal  high  needs  for  all 
three  categories,  and  Exhibit  III-2  indicated  that  the  highest  proportion  of  IS 
spending  is  in  software  development,  this  Exhibit  provides  a  somewhat 
different  perspective.  Here  users  are  most  often  citing  consulting  and  (not 
far  behind)  software  development  as  the  leading  categories  of  PS  used  on  an 
ongoing  basis.  INPUT  interprets  this  as  meaning  that  training  and 
education,  while  clearly  still  important,  are  professional  services  called  upon 
less  often  by  users.  In  addition,  the  expenditure  associated  with  each 
individual  software  development  contract  is  high  compared  to  the  average 
expenditure  on  an  education  and  training  contract. 
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Who  delivered  these  ongoing  professional  services?  Exhibit  III-9  shows  that 
users  least  often  mentioned  the  "Big  Six"  accounting-based  PS  firms.  Even 
given  the  likely  undercount  noted  on  this  Exhibit,  non-accounting  consulting 
firms,  often  local  firms,  and  hardware  or  software  firms  with  PS  services 
(both  nationally  known  vendors  and  local  resellers)  outpace  the  accounting 
firms  as  professional  services  providers.  Note,  however,  that  these  findings 
relate  only  to  the  frequency  of  use  mentioned  by  users  for  each  type  of  firm, 
and  do  not  necessarily  reflect  the  size  of  contracts  or  the  relative  staffing 
levels  required. 


Exhibit  III-9 


Types  of  PS  Vendors  Used 


Hardware/Software  Firm* 


Consulting  Firm  -  Non- 
Accounting* 


Accounting-based  Firm 


42% 


37% 


21% 


-+- 


-+- 


-I- 


-I- 


-f- 


0%         5%        10%       15%       20%       25%       30%,       35%  40% 
Percentage  of  Respondents  Using  Each  Type  of  PS  Vendor 


45% 


*  Note:  A  significant  number  of  vendor  names  provided  by  users  were  discarded  as  being  unclear 
wfietfier  tfiey  were  a  local  software/hardware  firm  or  local  consultant,  as  opposed  to  the  easily 
recognized  national  accounting-based  firms.  INPUT  believes  that  significant  undercount  of  both 
hardware/software  firms  and  consulting  firms  has  resulted,  thus  the  relative  proportion  of 
accounting-based  firms  shown  here  is  too  high. 

Number  of  users  sun/eyed  =  57  Source:  INPUT 
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Users'  Vendor  Selection  Criteria 


1.  Vendor  Attributes 


Users  were  asked  to  identify  the  attributes  most  important  to  them  when 
selecting  a  professional  services  vendor,  by  rating  the  importance  of  each 
factor  on  a  scale  where  "1"  indicates  least  important  and  "5"  means  most 
important.  The  results  are  shown  in  Exhibit  III-IO,  on  which  the  factors  are 
ranked  by  how  many  users  gave  each  item  either  a  5  or  4  rating;  INPUT 
interprets  a  high  rating  as  being  a  key  selection  criterion  for  the  user. 


Exhibit  111-10 


Professional  Services  Vendor  Selection  Criteria 


On-time  Completion 
Commitment  and  Ability 

Track  Record  with  Similar 
Applications 

Track  Record  in  Your 
Industry 

Technical  Skill  Set 


Prior  Working  Relationship 
Price 

Vendor  Will  Take  Full 
Control  of  the  Project 

Plan  for  a  Long-term 
Working  Relationship 

Size  of  the  Vendor 


0% 


63% 


61% 


53% 


51% 


25% 


-+- 


-+- 


-+- 


20%  40%  60%  80% 

Percentage  of  Respondents  Rating  the  Factor  4  or  5 


93% 


93% 


89% 


86% 


100% 


Note:  Criteria  rated  4  or  5  on  a  scale  wliere  1  -  Least  Important,  5  =  Most  Important 

Number  of  users  surveyed  =  57  Source:  INPUT 


Four  closely  related  factors,  all  tied  to  delivering  results  to  the  user,  stand 
together  with  very  close  ratings  at  the  top  of  this  list.  Users  want  vendors 
who  commit  to  and  have  the  ability  to  complete  the  project  on  time,  and  who 
can  prove  that  ability  with  applications-based  and  industry-oriented  track 
records.  This  includes  user  concern  with  the  vendor's  technical  skill  set. 
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Of  significantly  less  importance,  although  still  clearly  of  high  value  in 
selecting  a  vendor,  are  the  user's  prior  working  relationship  with  the  vendor 
and  the  pricing  of  the  work  required. 

About  half  of  the  users  place  high  importance  on  the  vendor's  willingness 
and  ability  to  take  full  control  of  the  project. 

Interestingly,  though  planning  for  a  long-term  future  working  relationship  is 
important  to  51%  of  the  users,  only  half  that  number  are  much  concerned 
about  the  size  of  the  vendor. 

There  are  several  conclusions  and  recommendations  that  professional 
services  vendors  can  draw  from  these  findings  on  vendor  selection  criteria. 

•  Vendor  size  is  of  relatively  less  importance  to  today's  user,  which 
parallels  the  finding  in  Exhibit  III-9  that  the  big  name  Big  Six  accounting 
firms  are  chosen  for  relatively  few  of  these  users'  projects.  Vendors 
should  emphasize  their  large  size  mainly  when  a  large  project  is  required, 
and  thus  they  are  better  equipped  to  complete  it  on  time — which  is  the 
most  important  criterion  to  most  users.  Small  vendors,  on  the  other 
hand,  can  promote  the  "being  close  to  the  customer"  virtues  of  their  size 
with  relatively  little  fear  of  losing  out  based  on  vendor  size. 

•  To  win  in  competitive  selections,  vendors  should  focus  proposals  and 
marketing  directly  on  their  ability  and  commitment  to  perform;  on-time 
completion,  technical  skill  set,  and  the  track  record  that  "proves"  those 
abilities.  In  addition  to  stating  the  commitment  to  on-time  completion, 
and  building  in  any  guarantees  acceptable  to  both  the  vendor  and  the 
user,  it  is  recommended  that  vendors  make  use  of  success  stories  and 
references  from  other  users  to  back  up  the  commitment  level  proposed. 

•  The  vendor  should  back  up  emphasis  on  the  primary  set  of  selection 
criteria  with  "relationship  references."  As  appropriate,  these  can  be  a 
combination  of  references  to  the  vendor's  prior  working  relationship  with 
the  user  and  reference  to  the  user's  need  for  and  the  vendor's 
commitment  to  a  working  relationship  that  can  extend  far  into  the 
future. 

•  The  vendor  should  determine  if  the  user  does  or  does  not  care  whether 
the  vendor  takes  a  high  level  of  project  control.  If  the  user  does  want  the 
vendor  to  assume  such  control,  today's  options  dictate  that  the  vendor 
determine  if  that  should  include  the  more  traditional  form  of  systems 
integration  services,  with  its  strong  financial  role  and  possible  risk  for 
the  vendor,  or  the  newer  form  of  project-based  services  mentioned  above. 
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2.  Price  Sensitivity 

As  shown  in  Exhibits  Ill-lla  and  Ill-llb,  clearly  price  is  very  important  to 
many  users  of  professional  services.  Note,  however,  that  only  12%  indicate 
that  price  is  the  only  key  factor  in  selecting  a  PS  vendor  for  a  specific  project. 
Other  key  factors  shown  here  are  either  external  or  internal  to  the  user. 
External  factors  include  the  expertise  of  the  vendor  and  the  quality  of  the 
work,  as  discussed  in  the  previous  exhibit.  On  the  internal  side,  users  look 
closely  at  the  specifics  of  each  project's  requirements  or  the  company's  needs 
in  general  versus  price,  and  thus  would  likely  spend  more  for  the  work  of  a 
vendor  who  can  better  meet  those  requirements  and  needs.  Closely  related 
on  the  internal  side,  some  users,  although  a  smaller  group,  indicate  that 
their  tight  time  requirements  for  project  completion  compete  with  their 
sensitivity  to  price. 


Exhibit  Ill-lla 


Price  Sensitivity  versus  Other  Factors 


No  Other  Key  Factors 
Except  Price 
12% 


Other 
44% 


Price  is  Very  Importanf 
44% 


Percentage  of  Users  Identifying  Price  as  a  Key  Factor 


Note:  Number  of  users  surveyed  =  57 


Source:  INPUT 
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Exhibit  lli-11b 


Selection  Factors  Used  as  Alternatives  to  Price 


project-completion  Time 
Requirements 
9% 


Other 
14% 


Vendor's  Expertise 
32% 


Quality  of  Vendor's 
Work 
19% 


Company/Project  Needs 


26% 


Mix  of  Non-Price  Factors 


Note:  Number  of  users  surveyed  =  57 


Source:  INPUT 


INPUT  recommends  that  professional  services  vendors  use  this  information 
to  balance  a  necessary  emphasis  on  price,  which  is  clearly  an  important 
selection  criterion,  with: 

•  A  corresponding  emphasis  on  the  vendor's  expertise  and  reputation  for 
quality 

•  Careful  analysis  of,  and  marketing  toward,  the  user's  specific  project 
needs  requirements 

•  Emphasis  on  complementing  schedules  that  the  user  must  meet  for 
successful  project  completion.  .  . 

As  shown  in  Exhibit  III-12,  there  is  a  clear  split  between  users  who  care 
about  whether  a  vendor  bids  on  a  fixed  or  variable  pricing  basis  and  those  to 
whom  that  is  not  an  important  selection  criterion;  somewhat  more  say  it  is 
not  important.  As  a  proportion  of  the  total  user  group  surveyed,  16%  prefer 
fixed  pricing  and  11%  prefer  variable  pricing. 
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Exhibit  111-12 


Fixed  Pricing  versus  Variable  Pricing 


1 


Not  Important 


Important 


0% 


37% 


-+- 


-+- 


-+- 


-+- 


10%  20%  30%  40% 

Percentage  of  Users  Ctioosing  Fixed  or  Variable  Price 


49% 


50% 


Note:  Numbers  of  users  surveyed  =  57 


Source:  INPUT 


Given  these  relatively  even  splits  on  both  factors,  professional  services 
vendors  should  determine  on  a  client-by-client  basis  both: 

•  Whether  the  client  cares  about  fixed  versus  variable  pricing,  and 

•  If  they  do  care,  which  form  of  pricing  they  prefer. 

Exhibit  III-13  shows  a  somewhat  different  split  regarding  the  selection 
criterion  of  vendor  image  and  reputation.  Almost  twice  as  many  (47%)  who 
expressed  an  opinion  say  that  this  is  important  in  their  selection  of  a  vendor, 
versus  28%  who  say  it  is  not  important. 
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Exhibit  111-13 

Vendor  Image  and  Reputation:  Importance 


Not  Important 

Important  to  User  28% 


No  Opinion  Expressed 
25% 


Note:  Number  of  users  surveyed  =  57  Source:  INPUT 

Will  users  pay  for  a  good  image  and  reputation?  Exhibit  III-14  suggests  a 
mixed  answer.  Although  47%  in  the  previous  exhibit  believe  image  and 
reputation  are  important,  here  33%  of  the  full  sample  say  they  will  not  pay 
extra  for  it.  The  same  percentage,  however,  provide  a  "qualified  yes"  answer. 
In  practice,  there  is  an  implied  "yes"  as  all  the  respondents  have  indicated 
that  the  professional  services  vendor  must  either  be  able  to  prove  that  it  can 
produce  results,  have  a  track  record  of  such  results,  or  be  a  vendor  with 
which  the  user  has  prior  experience. 


Exiiibit  111-14 

Vendor  Image  and  Reputation:  Worth  to  Users 


*  Note:  "Yes"  includes  virtually  all  respondents  adding:  if  there  is  proof  available  of  results  or  track 
record,  or  we  ttave  prior  experience  with  the  vendor. 

Number  of  Responses  =  40  Source:  INPUT 
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As  was  the  case  in  the  recommendation  following  Exhibit  III-12,  given  these 
splits,  professional  services  vendors  should  determine  on  a  client-by-client 
basis  both: 

•  W/ie^/ier  vendor  image  or  reputation  is  important  to  the  client,  and 

•  If  it  is  important,  how  does  the  user  expect  the  vendor  to  prove  that  its 
reputation  is  worth  paying  more  for,  assuming  that  the  PS  vendor  wants 
to  use  reputation  as  a  leverage  factor  on  price. 

3.  Who  Selects  a  Professional  Services  Vendor? 

As  indicated  by  Exhibit  III-15,  there  is  a  relatively  even  three-way  split 
among  user  organizations  as  to  whether  selection  of  a  professional  services 
vendor  is  done  by  the  IS  department  more  or  less  alone,  or  a  team  that 
generally  includes  both  users  and  IS,  or  "other"  points  of  responsibility  that 
are  not  clear  from  this  survey.  Certainly,  the  marketing  approach  taken  by  a 
PS  vendor  should  vary  depending  on  which  model  applies  in  each  client 
situation. 


Exhibit  111-15 


Who  Selects  the  PS  Vendor? 


IS  Department  or 
Manager 


No  Response 
8% 


Decision  Maker  Varies 
12% 


Team,  Generally  with 
Both  Users  and  IS 
26% 


..l.magement,  Not 
opecified  Further 
21% 


Note:  Number  of  users  surveyed  =  57 


Source:  INPUT 
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F  

Systems  Integration 

Exhibit  III- 16  shows  a  marked  spht  between  users  who  do  and  do  not 
differentiate  between  systems  integration  and  professional  services. 

Exhibit  111-16 

Do  Users  Differentiate  Between  SI  and  PS? 

No  Response 


Note:  Number  of  users  surveyed  =  57  Source:  INPUT 

As  described  in  Chapter  I  of  this  report,  INPUT  makes  a  fundamental 
distinction  between  the  consulting,  education  and  training,  and  software 
development  functions  of  professional  services,  versus  systems  integration's 
provision  of  complete  IS  solutions.  INPUT  began  making  this  distinction  of 
systems  integration  as  a  separate  information  services  discipline  in  1985,  but 
comparison  of  the  figures  presented  here  with  the  corresponding  figures  from 
the  1992  report,  where  the  split  reported  was  virtually  identical,  indicates 
that  the  user  community  in  general  has  not  yet  broadly  adopted  this 
distinction. 

For  users  who  do  make  the  distinction  between  SI  and  PS,  Exhibit  III- 17 
indicates  some  of  the  main  criteria  they  use  to  identify  systems  integration 
services.  Note  that  the  main  distinctions  relate  to  vendor  skill  sets  and 
project  complexity  or  focus  on  the  problem  of  multi-platform  integration. 
The  last-listed  item  of  "...project  management  responsibility,"  however — 
though  at  the  core  of  INPUT'S  definition  of  systems  integration — actually  is  a 
distinctly  less  common  perception  of  what  distinguishes  SI  in  users'  minds  at 
this  point  in  the  evolution  of  the  information  services  industry,  according  to 
this  survey's  findings. 
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Exhibit  111-17 

User  Views:  How  SI  Differs  from  PS 

•  SI  requires  more  technical  skills 

•  SI  is  for  multi-platform  projects 

•  SI  is  more  specific 

•  SI  is  more  complex 

•  SI  includes  vendor  taking  project  management  responsibility 

Source:  INPUT 


Within  their  definitions  of  systems  integration,  users  report  a  strongly 
growing  importance  of  SI  in  their  organizations,  as  reported  in  Exhibit  III- 
18. 


0% 


20% 


40% 


60% 


80% 


Percentage  Selecting  Each  Type  of  Change 


Note:  Number  of  users  surveyed  =  57 


Source:  INPUT 
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Note  that  these  numbers  are  far  different  from  the  1992  results.  In  1992, 
many  fewer  users  reported  growing  importance,  while  over  one-quarter  fell 
into  the  "same"  category,  and  a  larger  number  in  1992  than  in  1995  saw  the 
importance  of  SI  for  their  shops  decreasing.  As  indicated  in  Exhibit  III-19, 
much  of  this  increase  in  the  importance  of  SI  for  users  today  is  based  on 
certain  of  the  trends  in  user  needs  reported  earlier  in  Exhibit  III-3,  especially 
the  issues  listed  there  of  "Transition  to  client/server  in  particular," 
"Technical  change  in  general,"  and  "New  options  for  communications  and 
networking." 
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Exhibit  111-19 


Changes  in  User  Requirements  for  Systems  Integration, 

Next  3-5  Years 


•  Technical  factors 

-  Client/Server,  PCs,  LANs 

-  Communications  or  networking  issues 

-  Adapting  to  technical  change  and  complexity 

•  Other  factors 

-  Multi-vendor  implementation 

-  Speed  of  implementation  required 


Source:  INPUT 


Exhibit  111-20 


Today,  60%  of  the  organizations  interviewed  report  that  they  budget  for  SI  as 
part  of  outside  services;  this  includes  a  number  of  users  who  do  not 
differentiate  between  systems  integration  and  professional  services,  but  who 
recognize  that  Sl-type  services  clearly  are  part  of  their  outside  services 
budget.  As  Exhibit  III-20  shows,  there  is  a  trend  toward  more  budgeted 
spending  on  systems  integration. 


Trend:  SI  as  a  Percentage  of  the  Organization's 
Outside  Services  Budget 


Note:  Averages  across  the  user  sample 
Number  of  users  surveyed  =  57 


Source:  INPUT 
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Build/Buy  Decisions 


In  terms  of  user  decisions  on  whether  to  build  information  systems  internally 
or  buy  services  from  the  outside,  Exhibit  III-21  shows  that  very  few  user 
organizations  have  a  policy-based  approach. 


Exhibit  111-21 


Build  versus  Buy  Systems:  Policies 


No  Specific  Policy 


Policy  Exists/Some  Policy 
in  Place 


14% 


-+- 


75% 


0%  20%  40%  60%  80% 

Portion  of  Respondents  Who  Identified  Existence  or  Lack  of  Policy 


Note:  Number  of  users  surveyed  =  57 


Source:  INPUT 


This  indicates  that  vendors  will  gain  little  by  attempting  to  target  their 
marketing  efforts  to  those  companies  who  have  a  policy  of  using  external 
service  vendors. 

As  shown  in  Exhibit  III-22,  nearly  twice  as  many  users  report  an  informal 
approach  to  the  build-versus-buy  decision,  as  report  a  formal  decision 
process. 
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Exhibit  lli-22 

How  Build  versus  Buy  Is  Decided 


informal  Process 


Formal  Process 


Portion  of  Users  indicating  Process 


Note:  Number  of  users  surveyed  =  57  Source:  INPUT 

Regardless  of  how  formally  such  decisions  are  made,  Exhibit  III-23  shows 
that  the  top  decision  factor  is  whether  the  skills  are  available  in-house  to 
handle  the  project.  Closely  related  to  in-house  skills  is  whether  in-house 
resources  are  available  to  meet  the  speed  and  time-to-project-completion 
requirements  of  a  specific  situation.  Of  course,  finances  in  general  and 
cost/benefit  analysis  in  particular  are  important  as  well.  Note  that  a 
significant  portion  of  users  aim  to  handle  projects  internally  wherever 
possible. 
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Exhibit  111-23 


Build  versus  Buy:  Key  Decision  Factors 


Evaluation/Availability  of 
Skills  in  House 


Speed  of  Completion 
Required 


Financial  Considerations, 
in  General 


Try  To  Handle  Projects 
Internally 


Cost  Benefit  Analysis, 
Specifically 


19% 


14% 


12% 


11% 


0%  5%  10%         15%         20%  25% 

Percentage  of  Respondents 


35% 


H  1  1  1  1  1 

30%  35% 


Source:  INPUT 


Examining  these  findings  on  how  users  decide  to  contract  externally  for 
professional  services,  INPUT  recommends  that  PS  vendors  focus  their 
marketing  first  on  the  distinct  skill  sets  they  offer  to  users,  aiming  either  to 
distinguish  those  skills  as  different  from  those  available  to  users  in-house  or 
as  complementary  and  supplemental  to  in-house  skills.  Closely  related, 
when  a  user  is  concerned  about  project  deadlines,  the  PS  vendor  can 
emphasize  the  "raw  availability"  of  its  resources  to  get  the  job  done  with  the 
speed  required  by  the  user  to  satisfy  management  or  organizational 
requirements— the  "save  your  skin"  marketing  approach.  In  most  instances, 
of  course,  the  proposal  of  a  PS  vendor  will  be  considered  in  part  from  a 
fmancial/total-cost  basis,  and  certain  organizations,  most  likely  the  minority 
with  the  more  formal  decision-making  processes,  will  require  benefit 
justifications  from  a  vendor  that  they  can  incorporate  in  their  internal 
cost/benefit  analysis  process. 
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H  

Profile  of  the  Ideal  Professional  Services  Vendor 


To  conclude  this  chapter's  discussion  on  user  views  of  professional  services, 
Exhibit  III-24  shows  a  ranked  order  listing  of  the  most  important  factors 
cited  by  users  when  asked  to  describe  their  "ideal"  PS  vendor. 


Exhibit  111-24 


User  Specifications  for  the  ideal  PS  Vendor 


Good  Working 
Relationship,  Sen/ice 
and  Support 

Vendor  Has  the  Skills  and 
Knowledge  Required 


Delivers  the  Right  Results 


Understands  User  Needs 


Good  Pricing/Comes  In  On 
Budget 


Works  Quickly/On  Time 


Good  Reputation 


0% 


19% 


19% 


16% 


14% 


11% 


-+- 


-+- 


-+- 


5%  10%  15%  20% 

Percentage  of  Respondents 


28% 


26% 


25%  30% 


Note:  Number  of  users  surveyed  -  57,  multiple  responses  allowed 


Source:  INPUT 


Note  here  that,  in  addition  to  the  skill  set  factors  cited  in  various  contexts 
earlier  in  this  chapter,  users  say  in  a  number  of  ways  that  equally  as 
important  to  them  is  how  effectively  the  PS  vendor  works  with  them:  Is  the 
working  relationship  a  good  one,  especially  from  the  standpoint  of  the  service 
and  support  provided  to  the  user? 

Two  other  closely  related  factors  come  in  next:  The  vendor  must  deliver  not 
just  results,  but  the  right  results.  It  must  also  demonstrate  before  and  after 
award  of  the  project  that  it  understands  the  user's  needs,  clearly  a  key  factor 
in  getting  the  right  results. 
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Pricing,  sticking  to  budgets,  and  on-time  or  rapid  work  are  important  parts 
of  the  ideal  profile  as  well.  As  noted  earlier,  the  reputation  of  the  PS  vendor 
is  important  to  some  but  not  all  users. 

Professional  services  vendors  should  use  these  findings  to  fine-tune  both  the 
actual  content  of  their  services  and  their  marketing  programs.  While  skill 
sets  and  knowledge  clearly  remain  a  necessary  component  of  the  offerings  of 
the  ideal  PS  vendor,  these  findings  indicate  that  they  are  clearly  not 
sufficient  to  win  or  hold  the  business  of  many  users.  Vendors  should 
remember  that  professional  services  are  what  they  are  providing  to  users, 
and  that  person-to-person  and  organization-to-organization  working 
relationships,  how  the  vendor  handles  day-to-day  service  and  support,  are 
critical  to  user  satisfaction.  Such  service  and  relationship  issues  also 
underlie  the  importance  reported  here  of  clearly  understanding  the  user's 
needs,  in  part  so  that  the  all-important  results  delivered  are  the  right  results 
to  meet  those  needs.  Pricing,  adherence  to  budgets,  and  fast,  on-time 
performance  are  important  as  well,  and  the  vendor's  reputation  clearly  is 
important  to  some  users  though  not  all.  By  balancing  the  provision  and 
marketing  of  all  of  these  components  of  their  professional  services,  PS 
vendors  stand  the  best  chance  of  winning  and  retaining  customers  based  on 
user  perceptions  of  the  "ideal"  PS  vendor. 


BIPM 


1995  by  INPUT.  Reproduction  Prohibited. 


41 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES  INPUT 


(Blank) 


©1995  by  INPUT.  Reproduction  Prohibited. 


BIPM 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


IV 


Marketing  and  Pricing: 
Trends,  Strategies  and  Issues 


This  chapter  profiles  the  PS  vendors  that  participated  in  this  study, 
identifies  and  analyzes  key  technical  and  competitive  trends,  details  the 
marketing  and  pricing  strategies  of  these  vendors,  and  presents  the  issues 
identified  by  these  vendors  as  important  to  their  PS  business  success. 

A  

Vendor  Respondent  Profile 

In  the  preparation  of  this  study,  INPUT  surveyed  40  professional  services 
vendors  between  the  fourth  quarter  of  1994  and  the  second  quarter  of  1995, 
as  summarized  in  Exhibit  IV- 1. 


Exhibit  IV-1 

Vendor  Respondent  Profile 


•  Number  of  vendors  surveyed  -  40 

•  Total  firm  revenues  =  $35  million  to  $2.6  billion 

•  Range,  1994  PS  revenues  =  $26  million  to  $1.1  billion 

•  PS  =  average  of  60%  of  total  firm  revenues 


Source:  INPUT 

As  shov^rn,  the  total  revenues  and  PS  revenues  for  the  vendors  interviewed 
vary  substantially,  so  the  views  of  both  smaller  and  very  large  professional 
services  vendors  are  represented  in  the  data  reported  here. 

The  average  40%  of  total  firm  revenues  that  are  not  derived  from 
professional  services  come  from  different  sources,  depending  on  the  firm's 
other  business  areas.  Firms  primarily  in  the  services  business,  for  example, 
generally  derive  most  of  their  non-PS  revenue  from  systems  integration  or 
the  outsourcing  of  computer  services,  whereas  software  or  hardware  firms 
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offer  PS  as  an  adjunct  to  those  revenue  sources,  and  may  also  offer  systems 
integration  or  outsourcing  services. 

Although  the  particular  proportions  reported  by  different  firms  vary  widely, 
Exhibit  IV-2  presents  an  "average  firm"  view  of  how  professional  services 
revenues  are  divided  among  the  key  service  types.  Note  that  this  exhibit 
groups  together  systems  integration  and  professional  services  revenues. 
This  presents  a  more  comprehensive  services-revenue  picture  and  reflects 
the  tendency  of  many  people  tend  to  consider  the  two  types  of  services 
together  rather  than  separately. 


Exhibit  IV-2 

1994  PS  Revenue  Breakdown  of  Vendors 


Training  &  Education 


Consulting 
19% 


Note:  Number  of  respondents  =  40  Source:  INPUT 

The  data  shows  that  software  development  is  the  biggest  generator  of  PS 
revenue,  representing  in  many  cases  long-term  work  by  highly  skilled 
software  professionals  on  sizable  development  contracts. 

One  interesting  comparison  here  is  that  systems  integration  lags  only 
slightly  behind  consulting,  on  average,  as  a  large  revenue  source  for  PS  and 
SI  firms.  Based  on  this  comparison,  and  the  finding  in  INPUT'S  report  U.S. 
Systems  Integration  and  Professional  Services  Markets,  1994-1999  that 
professional  services  will  grow  at  a  CAGR  of  only  11%,  versus  15%  for 
systems  integration,  PS  firms  not  already  providing  SI  should  consider 
developing  and  promoting  SI  services  as  portion  of  their  services  business 
whenever  practical. 
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B  

Technical  and  Competitive  Trends 

As  shown  in  Exhibit  IV-3,  the  vendors  interviewed  cite  a  number  of 
technology  changes  as  potentially  having  a  significant  impact  on  their 
provision  of  professional  services  over  the  next  five  years. 


Exhibit  lV-3 

Technology  Changes  Impacting  Professional  Services 

•  Major  factor,  cited  by  many: 

Transition  to  client/server  technology 

•  Other  factors,  cited  by  several: 

Networking  ,  - 

Open  systems 
Speed  of  technical  change 
Object-oriented  technologies 

Source:  INPUT 

Far  and  away  the  most  important  technical-change  factor  cited  by  these 
vendors  is  the  ongoing  transition  from  mainframe-based  systems  to 
client/server  architectures,  with  major  new  roles,  often  integrated  with  the 
mainframe,  for  personal  computers  and  workstations. 

Closely  related  to  the  trend  toward  client/server  is  customer  requirement  for 
PS  expertise  in  systems  networking.  Often  this  ties  in  with  customer  desires 
for  a  so-called  "open  systems"  approach  that  provides  the  user  with  flexibility 
to  mix  and  match  systems  from  different  vendors  to  meet  both  current  and 
anticipated  needs. 

As  discussed  in  the  user  chapter  (III)  of  this  report,  this  shows  that  vendors 
also  recognize  that  the  ongoing  rapid  pace  of  technical  change  has  a  key 
impact  on  the  types  of  professional  services  provided.  Whether  delivered  in 
the  form  of  software  development  using  the  latest  in  object-oriented 
technologies  (another  technical  change  cited  here),  or  consulting  at  the 
strategic  or  tactical  level  in  how  to  plan  for  and  adapt  to  change,  or  providing 
integration  of  fast-changing  technologies,  all  such  rapid  change  feeds  the 
market  for  professional  services  growth. 

Based  on  these  findings,  INPUT  recommends  that  PS  vendors  consciously 
and  pro-actively  invest  in  keeping  pace  with,  and  keeping  ahead  of,  IT 
change  trends,  especially  today's  evolution  toward  networked  client/server 
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systems.  By  staying  ahead  of  such  changes,  the  PS  firm  will  be  able  to 
anticipate  customer  needs  and  serve  those  needs  with  value-added,  and  thus 
value-priced,  professional  services.  Such  a  leadership  position,  of  course, 
also  provides  the  PS  vendor  with  the  marketing  opportunity  of  emphasizing 
this  technological  leadership  as  a  competitive  advantage  when  competing  for 
customer's  business  or  as  a  "wake  up  call"  to  potential  customers  who 
recognize  the  value  of  staying  ahead  of  technical-change  imperatives  rather 
than  lagging  behind  competitors  in  their  industries. 

Some  of  the  changes  in  the  types  of  professional  services  provided  by  these 
vendors,  as  shown  in  Exhibit  IV-4,  relate  closely  with  the  technical  change 
trends  reported  above. 


Exhibit  IV-4 

Changes  in  the  Types  of  Professional  Services  Provided 

•  More  services  related  to  the  move  to  client/server  systems  and  networks 

•  Increased  breadth  of  services  offered 

•  Increased  consulting,  including  strategic-level  services 

•  More  outsourcing  services 

Source:  INPUT 

As  with  the  trends  reported  earlier,  an  increasing  proportion  of  professional 
services  meet  customers'  needs  for  help  in  the  evolution  toward  networked 
client/server  systems.  This  is  a  steady,  consistent  theme  in  the  feedback 
from  both  vendors  and  users. 

Vendors  also  report  that  customers  are  contracting  for  a  broader  range  of 
services  than  in  the  past,  and  that  consulting  services  increasingly  are 
provided  at  the  strategic  level,  including  strategies  for  the  evolution  toward 
client/server.  Given  this  report  of  broader  ranging  and  often  more  strategic 
professional  services,  PS  vendors  should  examine  their  service  mix  from  two 
standpoints: 

•  First,  is  the  vendor  likely  to  miss  out  on  an  increasing  number  of 
competitive  opportunities  if  it  does  not  broaden  its  current  mix  of 
services? 

•  Second,  if  strategic-level  services  have  not  been  part  of  their  mix, 
what  will  it  take  to  add  such  services  in  the  near  future  and  how  can 
such  new  services  be  planned  and  implemented  to  mix  effectively  with 
and  to  leverage  existing  service  offerings? 

An  important  new  aspect  of  the  professional  services  "mix"  that  is  apparent 
in  this  exhibit  is  an  increasing  emphasis  on  outsourcing  of  a  customer's 
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information  systems.  In  this  finding,  PS  vendors  are  sajdng  that  outsourcing 
increasingly  is  being  considered  by  customers,  and  offered  by  some  vendors, 
side  by  side  with  the  traditional  professional  services  of  systems 
development,  consulting,  and  training  &  education.  In  part,  this  reflects  an 
evolution  of  the  outsourcing  business  away  from  an  "all  or  nothing" 
approach,  toward  a  model  closer  to  that  of  PS:  which  portion  of  a  customer's 
IT  operations  might  be  outsourced  to  an  outside  vendor  rather  than  being 
provided  in-house? 

Also,  some  vendors  report,  today's  professional  service  contract  (for  example, 
a  consulting  engagement  on  how  to  implement  a  new  technology)  can  lead  to 
tomorrow's  outsourcing  agreement  to  make  the  change. 

Given  these  shifts  in  the  relationship  between  professional  services  and 
outsourcing,  INPUT  recommends  that  PS  vendors  consider  introducing  or 
augmenting  their  capabilities  for  outsourcing  services. 

Exhibit  rV-5  outlines  what  vendors  report  about  the  changes  they  see  today 
in  the  competitive  climate  for  PS. 


Exhibit  IV-5 

Changes  in  Competitive  Factors  in  Professional  Services 

•  Major  factor,  cited  by  many: 

-  More  competition  for  business 

-  Many  firms  now  provide  both  professional  services  and  systems  integration 

•  Other  factors,  cited  by  several: 

-  Fewer  numbers  of  competitors 

-  Consolidation  is  the  key  competitive  factor 

-  Client/server  technology — as  a  need  and  as  a  skill  set — is  critical 

-  Multi-platform  skills 

Source:  INPUT 

The  primary  factor  cited  is  an  increase  in  the  level  of  competition  for 
professional  services  business.  This  increased  competition  relates  in  two 
ways  to  the  next  few  factors  cited. 

First,  firms  increasingly  are  offering  both  professional  services  and  systems 
integration,  as  opposed  to  past  emphasis  by  most  firms  on  either  PS  or  SI. 
In  particular,  this  reflects  SI  firms  moving  increasingly  into  PS,  and 
therefore  raising  the  level  of  competitiveness  for  professional  services. 
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Second,  vendors  report  that  this  increased  level  of  competitiveness  actually 
springs  from  a  decreased  number  of  competitors,  due  to  a  wave  of 
consolidation  among  services  vendors.  PS  industry  consolidation  within  the 
last  two  years,  for  example,  includes  the  representative  examples  listed  in 
Exhibit  IV-6.  With  this  consolidation,  and  the  increased  breadth  of 
professional  services  reported  earlier,  there  appears  to  be  a  greater  intensity 
of  competition  for  many  contracts  among  stronger,  increasingly  consolidated 
PS  and  PS/SI  vendors. 


Exhibit  IV-6 


Examples  of  PS  Industry  Consolidation  in  1995 


June  1995  EDS  acquires  A.  T.  Kearney 

May  1995  EDS  acquires  Databank  (New  Zealand) 

May  1995  EDS  acquires  Lakewood  Corporation 

Feb.  1995  Deloitte  &  louche  LLP  acquires  International  Consulting  Solutions  (ICS) 

Feb.  1995  Andersen  Consulting  acquires  The  Hampton  Group 

Jan.  1995  Computer  Sciences  Corp.  acquires  Ploenzke  AG  (Germany) 


Source:  INPUT 


To  meet  this  competition,  INPUT  recommends  that  vendors  look  carefully  at 
their  skill  set,  business  objectives,  and  market  positioning  regarding  their 
ability  to  offer  integrated  PS  and  SI  services.  Although  for  some  vendors 
there  may  be  a  business  rationale  for  not  providing  both  types  of  services,  it 
is  also  true  that  in  light  of  this  trend  they  should  do  so  with  conscious 
recognition  that  they  are  going  against  an  industry  trend  with  significant 
competitive  implications.  In  addition,  and  independently  of  their  decision  on 
this  PS/SI  question,  vendors  must  consider  whether  the  increased  intensity 
of  competition  should  lead  them  to  reconsider  how  they  compete  for 
contracts,  and  whether  different  marketing  approaches  are  called  for  by 
these  changes  in  the  competitive  environment. 

Exhibit  IV-7  lists  the  top  barriers  to  entry  cited  by  the  vendors  interviewed, 
regarding  a  firm's  desire  to  enter  the  PS  business. 
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Exhibit  IV-7 

Barriers  to  Entry 

•  Main  barrier  cited: 

-  Level  of  technical  skills  required 

•  Other  barriers: 

-  Costs 

-  Competition,  especially  from  established  vendors 

-  Pricing  and  profit  pressures 

Source:  INPUT 

Regarding  the  barrier  cited  most  frequently  (requirement  for  technical 
skills),  vendors  should  note  that  this  barrier  will  apply  least  in  the  case  of  SI 
firms  seeking  to  enter  their  PS  practice  as  the  SI  firms  will  already  have  the 
necessary  skills. 

From  the  standpoint  of  a  PS  firm,  this  means  that  Sl-firm  market  entry 
remains  a  significant  threat  with  a  relatively  low  barrier  to  entry,  from  a 
technical  skills  standpoint  for  SI  vendors.  From  the  standpoint  of  an  SI  firm, 
this  is  simply  a  reminder  to  continually  check  in  case  any  potions  of  its 
technical  skillset  must  be  augmented  in  order  to  offer  the  optimum  range  of 
PS  services. 

c  ^  

Marketing  and  Pricing  Strategies 

This  section  presents  findings  on  how  the  vendors  surveyed  are  marketing 
professional  services  in  general,  and  in  particular,  how  they  are  pricing  those 
services.  Note  that  these  findings  are  limited  by  the  willingness  of  vendors 
to  reveal  their  strategies,  especially  on  the  pricing  side. 

1.  Marketing 

One  important  perspective  on  the  marketing  of  professional  services  is  the 
vertical  market  view:  Which  verticals  are  the  top  growth  markets?  The 
findings  for  the  vendors  interviewed  here  are  shown  in  Exhibit  IV-8. 
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Exhibit  IV-8 

Vendor  Interviews: 
Vertical  Market  Opportunities  for  PS 

•  Top  growth  markets: 

-  Health  care 

-  Manufacturing 

-  Banking/financial  services 

•  Secondary  growth  markets: 

-  Utilities 

-  Transportation 

-  Telecommunications 

-  State  and  Local  Government 

Source:  INPUT 

Several  factors  are  at  work  to  put  health  care,  manufacturing,  and 
banking/financial  services  at  the  top  of  the  list. 

First,  all  three  industries  are  in  significant  business  transitions  now.  Health 
care  is  struggling  with  cost  containment;  manufacturing  continues  to  apply 
new  production  technologies;  and  the  banking/financial  services  industry  is 
evolving  as  new  customer  services  cross  once-solid  boundaries  between 
sectors  and  as  new  communications-based  financial  services  opportunities 
emerge.  All  such  changes  on  the  business  side  of  an  industry,  of  course, 
generate  changes  in  the  needs  and  opportunities  for  information  technology 
in  general,  and  thus  opportunities  for  PS  firms  positioned  to  assist  in 
planning  or  implementing  the  systems  side  of  the  transition. 

Second,  each  industry  has  very  specific  leading-edge  positions  in  the 
application  of  information  technology,  thus  opening  up  specific  needs  for 
professional  services.  Health  care  is  moving  toward  more  application  of 
point-of-care  information  technology,  yet  is  challenged  to  integrate  formerly 
separate  "islands"  of  information  systems.  Manufacturing  is  evolving  from 
relatively  standalone  computer-aided  manufacturing  technology  to  more 
integrated  manufacturing  information  systems  that  reach  from  the  shop  floor 
to  the  management  suites.  Banking  and  financial  services  are  "pushing  the 
envelope"  regarding  new  on-line  services  for  customers. 

Given  these  factors,  INPUT  recommends  that  PS  vendors  examine  whether 
they  now  have,  or  should  implement,  a  vertical  market  aspect  to  their 
marketing,  particularly  in  these  three  industries,  to  meet  the  changing 
conditions  described  above. 
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INPUT  asked  vendors  how  they  differentiate  their  PS  services  in  the 
marketplace;  the  results  are  shown  in  Exhibit  IV-9. 


Exhibit  I V-9 

Service  Differentiation  Attributes  Used  in  [\/larl<eting  PS 

•  Most-cited  attributes: 

-  Experience  overtime 

-  Technical  skills  and  knowledge 

-  Established  customer  relationships 

•  Others  cited: 

-  Breadth  of  technical  and  business  services  offered 

-  Relationship  with  key  software  vendors 

-  Industry  knowledge 

-  Quality  of  work 

Source:  INPUT 

Professional  services  vendors  say  that  they  market  first  on  their  knowledge 
of  the  field  and  their  technical  skills,  which  clearly  correlates  with  their 
experience  over  time  in  professional  services.  They  also  leverage  their 
existing  customer  relationships,  presumably  both  for  the  ongoing  access  this 
provides  to  new  PS  business  opportunities  and  for  references  from  time  to 
time  for  new  customers. 

Exhibit  rV-lO  presents  a  parallel  and  quantitative  set  of  findings  on  what 
vendors  judge  to  work  best  in  terms  of  successful  competition  in  the  PS 
marketplace. 
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Exhibit  IV-10 


Competitive  Success  Factors  in  l\/larl(eting  PS 
(PS  Vendors'  View) 
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Source:  INPUT 


Once  again,  technical  skills  rank  first  with  PS  vendors  by  a  wide  margin  as 
the  key  factor  in  marketplace  success. 


Several  other  factors  cluster  close  together  in  the  minds  of  these  vendors  as 
important,  but  significantly  less  important,  success  factors.  Pricing  is  judged 
important,  but  note  that  this  is  not  necessarily  lowest  pricing;  several  of 
these  responses  refer  to  effective  pricing,  meaning  pricing  that  is  right  as  one 
factor  in  a  customer  bid  but  not  necessarily  the  lowest  of  competitive  bids. 
As  in  the  previous  exhibit,  established  and  ongoing  customer  relationships 
are  key  to  PS  marketing  success.  The  reputation  of  the  PS  vendor — its 
strength  of  reputation  generally  and  finances  in  particular — is  also  judged 
important  by  vendors  to  their  success. 

Close  behind  these  factors  are  factors  such  as:  knowledge  of  the  market, 
including  vertical  industry  knowledge;  the  PS  vendor's  track  record;  and  the 
delivery  of  high-value,  high-quality  results  that  meet  the  customer's 
expectations. 
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Some  important  contrasts  emerge  when  this  vendor-derived  hst  is  compared 
with  the  list  of  vendor  selection  criteria  reported  in  Exhibit  III-IO  of  this 
report,  reprinted  here  as  Exhibit  IV-11  for  convenience  in  comparison. 


Exhibit  IV-11 

Vendor  Selection  Criteria  (PS  Customers'  View) 


On-time  Completion 
Commitment  and  Ability 

Track  Record  with  Similar 
Applications 

Track  Record  in  Your  Industry 
Technical  Skill  Set 
Prior  Wort<ing  Relationship 
Price 

Vendor  Will  Take  Full  Control  of 
the  Project 

Plan  For  a  Long-term 
Relationship 

Size  of  Vendor 

W//////////////M^^^ 

/^///// /////////// //// //////////// //j^/////^///// ///// //////// / /// 

w////Mm. 

0 

 1  1  1  1  1 

%                     20%                    40%                    60%                    80%  100% 
Percentage  of  Users  Rating  the  Factor  4  or  5 

Note:  4  or  5  on  a  scale  where  1  =  Least  Important,  5  =  Most  Important  Source:  INPUT 


Even  while  noting  that  the  types  of  questions  asked  are  quite  different  (i.e. 
the  user  questions  called  for  rated  responses  to  a  list  of  criteria  whereas  the 
vendor  questions  were  open-ended)  some  of  the  contrasts  are  stark,  although 
there  are  also  some  points  of  substantial  agreement: 

•  Users  rank  the  vendor's  commitment  to  achieve  and  ability  to  deliver  on- 
time  performance  at  the  top  of  their  selection  criteria  list,  on  a  par  with 
application  or  industry  track  record  and  technical  skills.  Of  these  four 
factors,  however,  PS  vendors  list  only  technical  skills  at  the  top  of  their 
list  of  competitive  success  factors. 

•  Pricing  is  judged  relatively  more  important  by  vendors  than  by 
customers. 

•  Both  seem  to  judge  prior  or  ongoing  working  relationships  between  the 
PS  vendor  and  the  customer  to  be  moderately  important. 
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•    The  PS  vendor's  track  record  is  judged  moderately  important  by  both 
sides. 

Based  on  these  findings,  including  the  contrasts  and  similarities  between 
vendor-identified  competitive  success  factors  and  user  ratings  of  selection 
criteria,  PS  vendors  should  re-evaluate  their  commitment  to  on-time  contract 
performance,  given  its  prominence  in  users'  eyes  as  a  key  vendor  selection 
criterion.  Similarly,  vendors  should  understand  the  importance  of,  and 
strengthen  where  it  is  weak,  their  track  record  in  all  the  application  areas  in 
which  they  want  to  compete,  as  well  as  in  each  key  industry  they  serve.  All 
these  top  user  selection  criteria,  the  factors  of  on-time  project  completion, 
application  track  record,  track  record  in  the  customer's  industry,  and  the 
skills  of  their  technical  professionals  need  to  be  reexamined  from  a  vendor 
marketing  standpoint.  This  is  essential  for  any  vendor  that  wants  to  match 
its  promotion  efforts  to  those  factors  that  customers  care  the  most  about  and 
use  to  select  professional  services  supplier. 

Exhibit  IV-12  lists  the  media  or  other  means  most  commonly  referred  to  by 
these  vendors  as  their  publicity  outlets  and  selling  channels. 


Exhibit  IV-12 

Means/Media  Used  to  Publicize  and  Sell  PS 

•  Most/many  use: 

-  Sales  force 

-  Word  of  mouth 

-  Print  ads  and  articles 

-  Trade  shows/seminars 

•  Some  use: 

-  Direct  mail 

-  Relationship  with  established  customers 

Source:  INPUT 

Note  that  there  is  not  much  variation  in  the  frequency  of  responses  for  the 
top  four  items  mentioned,  all  of  which  are  relatively  standard  approaches  to 
publicity  and  selling.  What  seems  surprising,  however,  is  the  relatively 
weak  emphasis  on  leveraging  the  PS  vendor's  relations  with  established 
customers  as  a  promotion  vehicle.  Such  leverage  may  be  what  some 
interviewees  refer  to  as  "word  of  mouth,"  one  of  the  more  often  cited 
promotion  vehicles;  if  not,  however,  then  vendors  should  look  for  and  exploit 
ways  to  further  their  promotion  and  selling  objectives  by  working  pro- 
actively  with  existing  customers  to  secure  references  to  those  known  there  or 
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at  other  firms  who  could  benefit  fi-om  professional  services  like  those  the 
vendor  has  provided  to  that  customer. 

2.  Pricing 

Vendors  were  asked  a  number  of  questions  about  how  they  charge  for  and 
price  professional  services.  Exhibit  IV-IS  indicates,  on  average,  the 
proportion  of  all  professional  services  that  these  vendors  provide  under  each 
charging  method. 


Exhibit  IV-13 

How  Vendors  Charge  for  PS 


Time  and  Materials 


Fixed  Price 


Value-Based 


Portion  of  Vendor  Mentioning  Each  Pricing  Method 


Source:  INPUT 

Note  that  the  tried  and  true  methods  of  time-and-materials  pricing  and 
fixed-price  contracts  remain  the  staples  of  PS  charging  structures.  Though 
there  are  some  indications  that  value-based  pricing — where  the  vendor  is 
rewarded  with  a  proportion  of  new  revenues  or  savings  that  result  from  the 
project — may  become  more  common  in  the  future,  it  enjoys  only  a  relatively 
small  role  today.  Regarding  any  plan  by  a  PS  vendor  to  move  toward  value- 
based  pricing,  INPUT  recommends  that  the  vendor  recognize  that  the 
customer  market  includes  a  mixed  pattern  of  PS  purchase  decision-making 
and  project  management  roles.  The  IS  department's  role  in  PS  purchasing 
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can  be  either  in  conflict  with  or  in  coordination  with  the  role  of  end-user 
groups.  This  means  that  PS  vendors  considering  value-based  pricing  must 
understand  user  definitions  of  "value"  delivered  by  PS  vendors  and  how 
those  definitions  may  differ  between  IS  and  end-user  decision  makers. 

In  reference  to  the  continuing  high  level  of  reliance  on  time-based  charging 
for  professional  services,  INPUT  has  compiled  an  industry  wide  summary  of 
ranges  for  PS  time-based  prices,  as  shown  in  Exhibit  IV- 14. 


Exhibit  IV-14 

Professional  Services  Pricing  Ranges  ($  per  day) 


Large, 

Mid-sized 

Small 

Weil-Known 

Firm 

Firm 

Firm 

Project  Manager/ 

1 ,400- 

1,000- 

800- 

High-Level  Consultant 

2,000 

1,500 

1000 

Systems  Consultant 

800- 

600- 

500- 

1,000 

1,000 

800 

Senior  Programmer/ 

700- 

500- 

450- 

Analyst 

1,500 

1,000 

800 

Programmer 

500- 

400- 

350- 

1 ,000 

700 

500 

Potential  to  use  offshore  or 

Low 

MediumHigh 

temporary  staff  as  a  means  of 

varying  price 

Source:  INPUT 


The  premium  pricing  enjoyed  by  the  large,  well-known  PS  firms  derives  from 
their  ability  to  draw  on  a  deep  reservoir  of  specialized  skills  and  knowledge. 
At  the  other  end,  however,  note  that  prices  charged  by  small  firms  are 
tending  to  range  more  broadly  from  high  to  low  numbers,  reflecting  their 
ability  to  tap  into  a  pool  of  many  technical  specialists  now  available  due  to 
corporate  layoffs  and  other  restructuring.  Note  also  that,  in  reference  to  the 
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alternate  management/skill  levels  listed,  those  at  the  top  of  the  senior 
programmer/analyst  and  programmer  job  categories  command  premium 
rates  due  to  their  specialized  capabilities  in  hot  new  areas  like  C++  and 
object-oriented  programming. 

Exhibit  IV-15  shows  the  relative  importance  that  PS  vendors  place  on 
alternate  pricing  strategies. 


Exhibit  IV-15 

Vendor  Pricing  Strategies:  Relative  Importance 


stay  Price-Range 
Competitive 


Ctiarge  Wtiat  Market  Will 
Bear 


Provide  Best 
Price/Performance 


Be  ttie  LovKest  Cost  Provider 


1  2  3  4  5 

Importance  of  Eacti  Strategy 


Key:  5  =  Very  Important,  1  =  Unimportant  Source:  INPUT 

What  is  interesting  about  this  finding  is  the  relative  closeness  of  the  first 
three  factors,  with  only  the  "lowest  cost  provider"  strategy  singled  out  as 
being  a  low-emphasis  pricing  strategy.  This  fits  with  the  finding  on  the  user 
side,  as  shown  in  Exhibit  III-12  that  just  12%  of  users  list  price  as  the  only 
key  factor  in  selecting  a  PS  vendor.  The  recommendation  to  be  drawn  from 
this  is  that  PS  vendors  should  place  only  a  secondary  emphasis  on  lowest- 
cost  pricing,  except  in  the  minority  of  instances  when  the  customer  specifies 
that  this  is  the  most  important  criterion.  This  minority  condition,  however, 
places  a  sales-situation  premium  on  the  ability  to  identify  the  cases  in  which 
such  extreme  sensitivity  to  price  is  critical. 


BIPM 


©  1995  by  INPUT.  Reproduction  Protiibited. 


57 


PRICING  AND  MARKETING  OF  PROFESSIONAL  SERVICES 


INPUT 


The  factors  identified  by  the  vendors  as  driving  changes  in  PS  vendors' 
pricing  strategies  include: 

•  Effect  of  competition  from  Big  6  accounting/consulting  firms 

•  Competition  for  PS  revenues  from  hardware  firms 

•  Centrahzed  buying  by  users    -  , 

•  Profit  impacts  of  pricing  changes 

However,  none  of  these  factors  dominate  suggesting  that  the  pricing 
approaches  outhned  earUer  will  continue  to  be  important.  What  the  citations 
mentioned  do  indicate,  however,  is  that  the  increasing  competition  discussed 
earlier  in  this  chapter  is  felt  on  the  pricing  side  in  one-on-one  competitive 
situations  with  the  big  consulting  companies  and  the  hardware  firms  that 
offer  PS.  The  reference  by  vendors  to  centralized  buying  as  an  impact  on 
vendors'  pricing  of  PS  suggests  that  they  are  losing  their  ability  to  deal 
separately — in  "divide  and  conquer"  fashion — with  separate  user  divisions 
within  their  customer  accounts,  and  thus  are  experiencing  downward 
pressure  on  pricing  when  faced  with  central  buying  authorities  negotiating 
larger  and  more  comprehensive  agreements.  The  last  notation  on  profits 
suggests  that  pricing  authorities  at  PS  firms  now  are  being  held  accountable 
for  the  impact  on  the  vendor's  profitability  from  concessions  to  the  user  on 
price — most  likely  a  side  effect  of  the  increasing  competition  cited  earlier. 


Major  Issues  in  Professional  Services  Business  Success 

Exhibit  rV-16  lists  the  PS  industry  issues  cited  by  the  vendors  interviewed. 


Exhibit  IV-16  .  ,  . 

PS  Industry  Issues 

•  Most  common  issues: 

-  Rapid  technology  advance 

-  Acquiring  skilled  people 

-  Competition  from  niche  PS  suppliers 

'  •  Other  issues: 

-  Global  competition 

-  Government  clients:  downsizing  and  budgets 

-  Changing  health  care  environment 

Source:  INPUT 
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Given  findings  reported  earlier,  it  is  scarcely  surprising  that  the  issues  cited 
as  most  important  to  business  success  are  the  pace  of  technology  change  and 
the  need  to  have  the  skilled  staff  to  provide  customers  with  the  technology 
services  at  the  core  of  PS.  One  challenge  for  PS  vendors  seeking  to  recruit 
and  hold  skilled  professionals  is  the  fierce  competition  for  talent.  During  the 
period  from  1991  to  1995,  for  example,  it  is  estimated  that  just  three  of  the 
top  PS  vendors,  IBM,  EDS,  and  Unisys,  recruited  a  total  of  more  than  10,000 
consulting  experts  from  other  firms. 

The  competition  from  niche  suppliers,  however,  is  a  factor  not  reflected  in 
the  answers  to  other  survey  questions.  Some  niche  vendors  are  showing  up 
competitively  to  challenge  the  broad-services  PS  vendors,  most  often  on  an 
industry-specific  or  application-specific  basis.  PS  vendors  should  address 
this  possible  threat  by  examining  any  points  of  industry-  or  application- 
based  weakness  in  their  own  offerings  that  a  niche  vendor  could  exploit, 
including  any  evidence  that  such  competitive  threats  are  indeed  emerging. 

Global  competition  as  an  issue  in  PS  business  success  means  that  vendors 
increasingly  will  have  to  plan,  staff,  and  handle  expenses  for  worldwide 
operations,  especially  in  light  of  the  previously  cited  trend  toward  more 
central  purchasing  of  professional  services.  Centrally  purchased  services  for 
a  global  customer  means  both  that  worldwide  competitors  will  be  solicited  by 
the  customer,  and  that  the  winning  PS  vendor  will  need  to  deliver  globally. 
Unless  a  PS  vendor  intends  not  to  compete  globally,  INPUT  recommends 
that  careful  attention  be  paid  both  to  the  costs  and  the  benefits  of  a  global  PS 
marketing  strategy. 

Just  as  industry  has  been  downsizing  in  the  last  few  years,  federal 
government  downsizing  and  reduced  government  budgets,  both  for  the 
military  and  for  civilian  services,  are  realities  today  for  PS  firms  that  deal 
with  the  government.  If  there  are  any  government-contracting  PS  firms  that 
have  not  done  so  already,  INPUT  recommends  that  they  look  carefully  at 
their  exposure  if  they  fail  to  plan  for  a  decreasing  emphasis  on  government 
contracts.  However,  these  vendors  still  can  look  to  exploit  ongoing,  or  even 
increasing,  needs  among  government  clients  to  spend  money  on  PS  in  order 
to  ultimately  save  money  and  meet  reduced  budgets.  In  addition  to 
reworking  or  replacing  outdated  information  systems,  which  is  an  ongoing 
need  in  the  government  sector,  this  type  of  cost-reduction  marketing 
approach  should  become  the  watchword  for  most  proposals  by  PS  vendors  to 
the  government  market. 

Finally,  the  fast-changing  health  care  market  represents  both  a  danger  zone 
and  an  opportunity  area  for  well-positioned,  and  perhaps  health  care  niche- 
oriented,  PS  firms.  Vendors  should  recognize  that  even  as  the  health  care 
industry  aims  to  contain  costs,  it  often  turns  to  information  systems,  and 
thus  PS  experts,  as  one  part  of  the  solution.  PS  firms  that  are  strong  in 
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health  care  experience  or  systems  solutions  should  aim  to  maximize  their 
opportunities  with  savings-oriented  approaches  to  this  set  of  industry- 
specific  opportunities. 
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Conclusions  and 
Recommendations 


This  chapter  summarizes  INPUT'S  conclusions  regarding  user  buying 
practices  and  vendor  marketing.  It  also  summarizes  the  recommendations 
made  throughout  the  report. 

A  

Conclusions 

Exhibit  V-1  summarizes  this  report's  conclusions  about  the  user  viewpoint  on 
buying  professional  services. 


Exhibit  V-1 

User  View:  Buying  Professional  Services  in  the  Mid-1990s 


•  The  users  interviewed  on  average  spend  over  half  their  outside  services  budget  on 
PS. 

•  Within  their  PS  budgets,  users  spend  nnost  heavily  for  software  development 
services,  and  less  for  consulting  and  training  and  education;  but  though  spending 
levels  vary,  all  three  areas  are  considered  important  to  customers. 

•  Users  see  PS  primarily  serving  their  needs  in  handling  workload  challenges — 
especially  for  software  development — and  in  managing  the  clienfserver  transition 
specifically  and  technology  change  in  general. 

•  Use  of  professional  services  is  a  core,  ongoing  activity  in  most  firms,  and 
satisfaction  generally  is  very  high. 

•  User  satisfaction  is  tied  most  closely  to  the  results  actually  delivered  by  a  PS 
vendor. 

•  On  a  frequency-of-use  basis,  local  and  lesser-known  PS  firms  are  engaged  by 
users  more  often  than  are  the  big  national  accounting-based  firms. 

•  When  selecting  a  PS  vendor,  users  care  most  about  on-time  completion,  track 
record,  and  technical  skill  set;  about  prior  working  relationship  and  price,  but  at  a 
somewhat  lesser  level;  and  relatively  little  about  the  size  of  the  vendor,  although 
image  and  reputation  are  important  to  many. 
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•  Pricing  is  important,  but  not  critical  to  the  exclusion  of  other  factors  for  most  users; 
there  is  a  strong  split  between  users  who  do  and  do  not  care  about  fixed  versus 
variable  pricing. 

•  Proof  of  results  is  a  key  vendor  selection  factor 

•  PS  vendor  selection  control  varies  widely,  from  IS  to  a  mixed  team  of  IS  and  users, 
to  other  vendor  selection  practices. 

•  There  is  a  strong  split  between  users  who  do  differentiate  between  PS  and  SI  and 
those  who  do  not  differentiate. 

•  There  is  strong  agreement  among  users  that  the  importance  of  SI  is  growing. 

•  Relatively  few  user  firms  have  policies  or  a  formal  process  to  guide  build-versus- 
buy  decisions  for  systems;  the  availability  of  skills  in-house  is  the  top  decision 
factor. 

•  The  "ideal"  PS  vendor,  according  to  these  users,  combines  strong  technical  skills 
and  good  working  relationships,  including  service  and  support. 

Source:  INPUT 

Exhibit  V-2  summarizes  this  report's  conclusions  about  the  vendor  viewpoint 
on  buying  professional  services. 

Exhibit  V-2 

Vendor  View:  Marketing  Professional  Services  in  the  Mid-1990s 

•  Client/server  and  networking  services  are  the  hottest  technical  sectors  for  PS. 

•  Technical  expertise  is  the  core  of  a  PS  firm's  value  proposition,  especially  in  helping 
customers  stay  ahead  of  competitors  technologically. 

•  Customers  are  paying  for  broader  and  more  strategically  oriented  services  today. 

•  Increasingly,  an  option  is  emerging  to  extend  professional  services  into,  or  include 
them  within,  an  outsourcing  relationship. 

•  Competition  is  more  intense,  with  PS  and  SI  being  offered  together  by  many 
vendors,  and  with  a  general  consolidation  of  competitors  into  stronger  firms. 

•  The  technical  skills  required  provide  a  barrier  to  entry  into  competition  for  PS 
business  for  many  firms,  although  nof  to  many  SI  firms  now  offering  or  poised  to 
offer  PS. 

•  The  fast-changing  industries  of  health  care,  manufacturing,  and  banking/financial 
services  represent  PS  vertical  marketing  opportunities. 

•  In  addition  to  technical  skill  and  the  experience  on  which  it  is  based,  established 
customer  relationships  remain  important  to  PS  marketing. 

•  Though  price  is  clearly  important,  users  seem  to  consider  it  less  so  than  do  PS 
vendors. 

•  Users  care  a  lot  about  the  PS  vendor  delivering  results,  and  doing  so  on  time,  as 
reflected  in  a  demonstrable  track  record. 
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•  Word-of-mouth  PS  marketing  is  very  important. 

•  Most  PS  pricing  still  is  based  on  time  and  materials,  and  much  is  fixed  price; 
relatively  little  is  the  newer  "value-based"  pricing. 

•  Daily-rate  pricing  of  professional  services  varies  widely  both  by  size  of  firm  and  by 
skill  set. 

•  Lowest  cost  pricing  is  not  critical  to  success  in  most  bids. 

•  Recruiting  and  retaining  skilled  staff  is  a  key  challenge  to  PS  firms. 

•  Global  competition  is  a  key  new  reality  for  PS  marketing  and  operations. 

•  Government  downsizing  represents  massive  marketing  changes  for  PS  firms 
concentrated  in  that  market  sector. 


Source:  INPUT 

B  

Recommendations 

Exhibit  V-3  summarizes  INPUT'S  recommendations  about  the  marketing  and 
pricing  of  professional  services. 


Exhibit  V-3 

INPUT  Recommendations:  Summary 


•  Because  PS  users  spend  most  on  software  development,  vendors  should 
strengthen  any  weaknesses  in  those  services  so  as  to  compete  more  strongly. 

•  Vendors  should  tailor  marketing  to  eliminate  any  software  development  "body  shop" 
images,  substituting  an  image  of  highly  qualitative,  high-value-added  vendor 
services  to  help  users  cope  with  rapid  technical  change  in  general  and  the  transition 
to  client/server  systems  in  particular. 

•  To  keep  user  satisfaction  high,  vendors  must  not  lose  emphasis  on  the  results  they 
deliver. 

•  Vendors  should  market  timely  project  completion,  technical  skill  set,  and  "proof  of 
results"  more  than  vendor  size  in  most  instances. 

•  In  proposals,  vendors  should  balance  price-based  competitiveness — whether  fixed- 
price  or  variable,  depending  on  customer  preferences — with  emphasis  on  the 
vendor's  expertise  and  on  meeting  specific  user  needs  and  schedules,  and  with 
reference  to  vendor  reputation  mainly  with  those  customers  who  care  much  about 
that  factor. 

•  To  compete  with  the  in-house  alternative,  vendors  should  emphasize  high-value 
technical  skill  sets,  the  ability  to  meet  project  deadlines,  and  a  cost  benefit  analysis, 
//that  is  important  to  the  particular  customer. 

•  While  emphasizing  technical  skills,  vendors  must  also  remember  the  key  role  of 
effective  and  personal  working  relationships  and  service. 
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•  PS  vendors  not  already  providing  SI  services  should  consider  doing  so  to 
participate  in  that  faster  growing  market  segment  and  to  meet  a  new  wave  of 
competition  from  integrated  PS/SI  vendors. 

•  SI  vendors  not  now  offering  PS  services  should  consider  whether  to  join  this  trend, 
given  that  they  likely  have  the  skills  required;  PS  vendors  should  consider  what  else 
to  do  besides  offering  SI  services  to  meet  this  threat. 

•  Vendors  must  continue  to  invest  in  keeping  ahead  of  the  rapid  pace  of  technical 
change  to  maintain  their  PS  value  proposition. 

•  Vendors  should  examine  whether  their  services  are  sufficiently  broad  and  at  a  deep 
enough  strategic  level  for  today's  customer  needs. 

•  To  make  the  most  of  an  emerging  new  set  of  opportunities,  PS  vendors  should 
consider  providing  outsourcing  services,  if  they  do  not  do  so  already. 

•  Given  their  skill  sets  and  expertise  in  different  industries,  vendors  should  consider 
new  vertical  marketing  initiatives. 

•  In  addition  to  pricing  proposals  effectively  and  strengthening  working  relationships, 
vendors  need  to  promote  their  commitment  to  and  track  record  of  delivering  results. 

•  Vendors  should  market  pro-actively  to  and  through  existing  customers  through 
word  of  mouth  and  internal  or  external  references. 

•  Undertake  "value  based"  pricing  rather  cautiously  and  on  a  customer-specific  basis. 

•  Emphasize  lowest  cost  pricing  only  when  it  is  critical  to  the  customer. 

•  Scan  competitive  situations  for  new  niche  vendors  entering  as  competitors. 

•  Consider  carefully  the  costs  and  benefits  of  competing  globally,  then  act 
appropriately. 

•  PS  firms  with  strong  federal  government  account  concentrations  need  to  determine 
how  to  shift  such  business,  given  government  downsizing  and  budget  pressures. 


Source:  INPUT 
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Survey  Questionnaire 

The  following  questionnaire  was  used  to  gather  information 
for  this  study. 
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Pricing  and  Marketing  of  Professional  Services  - 
User  Questionnaire 

INTRODUCTION 

We  are  doing  a  study  on  the  criteria  used  to  select  professional  services  vendors  and 
the  anticipated  future  needs  for  firms  using  professional  services.  All  answers  will  be 
held  in  strictest  confidence,  and  numbers  (expenditures,  decision  threshold  levels,  etc.) 
will  only  be  used  for  statistical  analyses  such  as  ranges,  averages  and  frequency  of 
occurence.  The  respondent's  business  will  never  be  linked  to  specific  data  elements. 

1.  NEAR-TERM  NEEDS 

l.a.  What  needs,  if  any,  do  you  now  have,  or  do  you  anticipate  that  you  will  have  in 
the  next  12  months,  for  professional  services?  (Please  segment  the  PS  market 
into  three  broad  categories,  and  respond  with  your  needs  for  each.) 

Need  Support 

Now  Next 

Type  of  Professional  Service  12  mo. 

Consulting  (General,  industry  or 

application-specific  or  technical)     . 

Software  Development/Programming     

Training  &  Education     

(If  no  near  term  needs  for  PS,  go  to  l.b.,  OTHERWISE,  GO  TO  I.e.) 

l.b.  If  you  don't  have  near-term  PS  needs,  is  it  because: 

 ^All  PS-like  requirements  can  be  satisfied  using  internal  resources 

 We  could  use  PS  support,  but  will  only  use  internal  resources  because  of  current 

policies  or  practices.  Please  explain: 
If  no  near  term  needs,  terminate 

I.e.     When  was  the  last  time  (if  ever)  that  you  used  outside  professional  services,  and 
what  did  you  use  them  for?  How  did  you  feel  about  the  job  that  they  did? 

-  Year  used:   

-  Task(s)  performed: 


l.d.     Please  rate  your  overall  satisfaction  on  a  scale  of  1  to  5  (where  l=very 
dissatisfied  and  5=very  satisfied):   

-  What  was  particularly  good  or  bad  with  regard  the  service?: 
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I.e.     If  you  use  professional  services  regularly,  please  tell  us  what  for,  who  you  use  (if 
you  can),  and  your  level  of  satisfaction  with  their  efforts. 

Vendor  Satisfaction 
Service  Performed  ■      ■  Name   Rating  (1-5) 


2.  VENDOR  SELECTION  CRITERIA 

2. a.     Criteria  -  What  do  you  consider  when  selecting  a  vendor?  Please  rate  the 

importance  of  each  of  the  following  on  scale  from  1  (least  important)  to  5  (most 
important).  (If  a  particular  item  is  not  important,  place  N/A  (Not  Applicable)  in 
the  Rating  column.  Add  any  additional  comments  at  the  bottom  of  the  page.) 

Rating 

Criteria  (Circle  preferred  attributes)  (1  to  5) 

(1)  Size  of  vendor:   

Preference:     Large  or  Small 

(2)  Vendor's  track  record  in  your  industry   

(3)  Vendor's  track  record  with  similar  applications:   

(4)  Vendor's  technical  skill  set   

(5)  Vendor's  ability  and  willingness  to  take  full  control   

of  the  project 

(6)  Vendor's  commitment  (and  ability)  to  complete  .  

the  job  on  time 

(7)  Price:   

Preference:     Low  price  or  average  price  or  high  price 

(8)  Prior  relationship  with  the  vendor:   

(9)  Term  of  relationship:  You  prefer  a  vendor  who  will  .   

stay  with  your  firm  for  long  periods  of  time 

(10)  Other  criteria  important  to  you:    


(10)    Other  criteria  important  to  you: 


(Comments  on  selection  criteria) 
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2.b.     Price  sensitivity  -  How  important  is  price  to  you,  and  under  what 
circumstances  does  it  become  less  important? 


2.C.     Does  a  vendor's  use  of  fixed  or  variable  pricing  affect  your  vendor  selection 
decision? 


2.d.     Vendor  Image  -  How  important  is  the  vendor's  image/reputation  to  you? 


2.8.     And  under  what  circumstances  would  you  pay  higher  prices  because  of  it? 


2.f.     Build  or  Buy  -  What  process  do  you  use  when  you  must  determine  whether  to 
use  inside  resources  (build)  or  outside  resources  (buy)  to  perform  a  task  or 
project? 


2.g.     Do  you  have  specific  company  policies  that  govern  this  decision? 


2.h.    Who  is  responsible  for  selction  of  the  professional  services  vendor? 


2.1.     Other  -  What  else  is  important  for  us  to  know  to  fully  understand  how  you 
select  a  professional  services  vendor? 
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3.  PROFESSIONAL  SERVICES  RELATIONSHIPS 

From  both  your  experience  and  a  realistic  viewpoint,  please  briefly  describe  the  ideal 
vendor  (profile)  that  would  meet  your  PS  needs,  both  near-  and  long-term. 


4.  ISSUES/CHALLENGES  FACING  YOUR  BUSINESS 

4. a.  Please  identify  2  or  3  major  issues  or  challenges  facing  the  IS  function  in  your 
business  that  can  be  resolved  or  alleviated  through  the  use  of  PS.  (These  might 
include,  but  are  not  limited  to:  downsizing,  staff  or  skill  limitations,  returning  to  core 
business  activities,  unusually  heavy  work  or  project  loads,  a  corporate  philosophy 
more  favorable  to  the  use  of  PS,  the  growing  complexity  of  the  IS  environment,  etc.) 


4.b.     Do  you  differentiate  between  systems  integration  (SI)  and  general  professional 
services  skills? 


(1) 


(2):-. 


(3). 


Yes: 


No: 


If  yes,  how  do  you  make  the  distinction? 


4.C.     How  are  your  SI  requirements  changing  over  the  next  3-5  years? 


4.d.     Is  SI  growing  or  diminishing  in  importance? 
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4.e.     How  much  of  your  IS  budget  for  outside  services  will  be  spent  upon  it  this  year, 
next  year  and  in  the  year  2000? 

1995  1996  2000 

Amt        %  Amt        %  Amt  % 


SI  as  a  part  of  the 

outside  services  budget     %     %     % 


5.  PROFESSIONAL  SERVICES  BUDGET 

5. a.     Approximately  how  much  of  your  1995  budget  is  earmarked  for  outside 

professional  services?  ( If  budget  numbers  are  not  available,  ranges  would  be 
fine.) 

Approx. 
1995  Budget 

Type  of  Professional  Service  Commitment 
Consulting  (General,  industry  or 

application-specific  or  technical)  $  

Software  Development/Programming  $  

Training  &  Education   

TOTAL  FOR  ALL  PS  $  

5.  b.  What  percentage  does  this  represent  of  your: 

-  Total  budget  for  outside  services?   %  (Range?) 

-  Total  IS  budget?   %  (Range?) 

6.  OTHER  COMMENTS 

Do  you  have  any  other  comments  regarding  your  selection  process  for,  or  use  of 
professional  services. 


CONCLUSION 

Thank  you  for  taking  the  time  to  answer  these  questions,  We  appreciate  both  your 
time  and  your  knowledge.  We  will  be  sending  you  a  complimentary  copy  of  the 
executive  overview  of  the  report  when  it  is  completed. 
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EXECUTIVE  OVERVIEW 


Pricing  and  Marketing  of 
Professional  Services 


U.S.  Systems  Integration  and  Professional  Services  Program 


■  -  .• 


.■■>' 


To  Our  Clients: 


This  summary  is  an  excerpt  from  a  full  research  report,  Pricing  and 
Marketing  of  Professioinal  Services,  issued  as  part  of  INPUT'S  Client/Server 
Software  Program.  A  complete  description  of  the  program  is  provided  at  the  end  of 
this  Executive  Overview. 

If  you  have  questions  or  comments  about  this  report,  please  call 
(415)  961-3300  to  contact  your  INPUT  analyst. 
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Abstract 


This  report  analyses  the  effectiveness  of  current  pricing  and  marketing 
approaches  and  provides  guidance  on  how  professional  services  vendors 
should  price  and  market  services. 

The  objectives  of  this  report  are  to  identify  and  analyze  the  market 
environment  in  which  users  and  vendors  of  professional  services  interact, 
to  determine  the  key  considerations  of  users  as  they  purchase 
professional  services,  and  to  understand  and  make  recommendations  for 
the  marketing  and  pricing  of  professional  services  by  vendors.  ■ 

Pricing  and  Marketing  of  Professional  Services  will  identify  users 
concerns  regarding  how  integration  services  are  currently  marketed  and 
priced,  provide  analysis  of  the  importance  of  pricing  on  vendor  selection 
and  suggest  areas  of  change  in  vendors'  strategies  for  marketing  of 
professional  services. 

The  report  contains  64  pages  and  51  exhibits. 
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Executive  Overview 


This  chapter  provides  an  overview  of  the  research  conducted  as  part  of  this 
study,  including  an  analysis  of  trends  in  the  PS  market  overall  that  lays  a 
foundation  for  the  findings.  Following  the  overall  analysis,  it  provides  a  brief 
summation  of  the  report's  major  topics  and  findings,  suitable  in  size  and 
scope  for  the  senior  executive  who  wants  to  survey  the  most  important  issues 
'         and  conclusions  without  reviewing  the  complete  study. 

A  

Objectives  of  this  Report 

The  objectives  of  this  report  are  to  identify  and  analyze  the  market 
environment  in  which  users  and  vendors  of  professional  services  interact,  to 
determine  the  key  considerations  of  users  as  they  purchase  professional 
services,  and  to  understand  and  make  recommendations  for  the  marketing 
and  pricing  of  professional  services  by  vendors.  Over  95  users  and  vendors 
were  interviewed  and  secondary  source  research  was  conducted  to  obtain  the 
.  '      data  and  background  information  upon  which  this  report  is  based. 

B  

Systems  Integration  and  Professional  Services  Marketplace 

■"1;    1.  Market  Overview 

'■    The  leading  US  vendors,  based  on  INPUT  estimates  of  combined  SI  and 
'.:  professional  services  revenues  in  1994  are  listed  in  Exhibit  II-l. 
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1994  U.S.  SI  and  Professional  Services  Revenues 
of  Leading  Vendors  (Values  shown  in  billions) 


•  IBM 

$4.0 

•  EDS 

$1.5 

•  Andersen  Consulting 

$1.4 

•  Computer  Sciences 

$1.4 

;               •  Unisys 

$1.0 

•   Digital  Equipment 

$0.6 

•  Hewlett-Packard 

$0.6 

•  Ernst  &  Young 

$0.4 

•  AT&T  GIS 

$0.3 

Source:  INPUT 


INPUT  makes  a  fundamental  distinction  between  professional  services  and 
systems  integration.  At  its  most  basic,  a  PS  contract  with  the  user  does  not 
include  any  hardware  acquisition,  while  an  SI  contract  places  prime 
responsibility  on  the  vendor  for  timely  and  on-budget  completion  of  the 
contract,  including  hardware  acquisition  for  the  customer.  As  noted  in  this 
report,  some  users  and  vendors  distinguish  between  PS  and  SI  on  this  basis, 
while  others  tend  to  lump  them  together  as  outside  vendor  services. 

There  is  a  general  trend  toward  more  SI  offerings  by  more  vendors,  including 
PS  vendors  expanding  into  SI;  note  that  the  research  conducted  for  this 
report  also  shows  many  SI  vendors  moving  into  PS.  In  many  instances,  the 
SI  charging  rate  is  higher,  due  to  the  higher  risks  of  providing  a  complete 
solution  on  time  and  on  budget.  Note  also  that  SI  work  often  leads  to  add-on 
or  continuing  contracts  or  outsourcing  of  the  function,  sometimes  to  the  SI 
vendor. 

As  detailed  in  the  INPUT  report,  U.S.  Systems  Integration  and  Professional 
Services  Markets,  1994-1999,  professional  services  (PS)  and  SI  together 
represented  a  $34  billion  market  in  the  U.S.  in  1994,  with  nearly  two-thirds 
of  that  identified  as  PS  revenue.  See  part  2  of  this  section  for  a  more 
detailed  summary  of  INPUT'S  market  forecast. 

In  general,  regarding  user  perceptions  of  the  business  of  professional 
services,  customers  less  often  see  PS  within  the  old  model  of  "body  shop" 
remote  programming  services.  Increasingly,  customers  tend  to  want 
professional  services  delivered  at  their  site,  in  the  form  of  total  solutions. 
Some  vendors  are  starting  to  charge  customers  based  on  the  value  of  the 
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services  delivered,  sometimes  measured  in  terms  of  savings  achieved  or  new 
revenue  realized  by  the  customer  based  on  the  professional  services  provided. 

With  reference  to  value-based  pricing  of  PS,  Andersen  Consulting  refers  to 
"anchoring"  the  delivery  of  value  to  the  customer  in  PS  competency  that 
bundles  skills,  tools,  and  knowledge  as  capital.  Andersen  Consulting  refers 
to  four  such  anchors: 

1.  Best  people  and  skills.  Recruit  from  both  campus  and  industry;  balance 
value  delivered  to  the  client  with  job  satisfaction  that  leads  to  a 

,   committed  work  force. 

2.  Delivery  capability.  Shift  from  project  completed  to  value  delivered. 

3.  Global  knowledge  sharing.  JIT  (just  in  time)  concepts  came  from  Japan, 
while  change  management  approaches  came  from  Europe.  Aim  to 
integrate  these  by  using  new  knowledge-sharing  technologies  like  Lotus 
Notes. 

4.  Handling  complexity.  The  culture  of  the  PS  organization  must  change  as 
the  size  and  length  of  engagements  increases,  which  increases  project 
complexity. 

IBM  lists  seven  key  measures  for  the  PS  customer  relationship:  ^ 

1.  Cost/price 

2.  Ease  of  doing  business 

3.  Track  record  in  fulfilling  commitments 

4.  Understanding  of  the  customer  and  their  needs 

5.  Technical  skills  and  competence 

6.  Responsiveness  to  the  customer 

7.  Customer/vendor  communications 

Some  of  the  key  business  forces  driving  the  PS  market  include:  competition 
for  PS  contracts,  changes  in  what  customers  demand,  technology  changes, 
financial  pressures,  and  work  force  makeup — especially  the  availability  of 
technical  staff. 

In  a  changing  competitive  environment  for  professional  services, 
contradictory  trends  often  are  at  work  at  the  same  time.  For  example,  at  the 
same  time  that  PS  vendors  interviewed  for  this  study  report  that  large 
systems  integration  vendors  increasingly  are  entering  their  "turf,"  it  is  also 
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true  that  many  smaller  niche  PS  vendors  and  independent  consultants  are 
entering  the  market,  including  those  laid  off  during  IS  downsizings. 

With  increasing  competitive  pressure  to  deliver  what  the  client  needs,  PS 
vendors  must  learn  how  to  provide  both  local  and  global  services.  While 
prepackaged,  industry-oriented  PS  solutions  are  central  to  some  vendors' 
offerings,  for  large  PS  vendors  the  key  customers  are  those  who  need  highly 
customized  solutions.  IBM,  for  example,  derives  two-thirds  of  its  PS 
business  from  just  2,000  large  accounts.  In  order  to  deliver  custom  solutions, 
some  PS  firms  are  sharpening  their  focus  on  customer  needs  by  organizing 
staff  on  a  client-team  basis  ~  even  paying  the  team  and  its  individuals  based 
on  customer  satisfaction. 

Exhibit  II-2  provides  a  view  of  customer  needs  based  on  the  user  interviews 
conducted  for  this  report. 


Major  Issues  and  Challenges  Facing  User  Organizations 


Workload 


Transition  to  Client/Server 
*■         in  Particular 

Tectinical  Change  in 
General 


Training 


Missing  Skills  and 
Knowledge 


New  Options  tor 
Communications  and 
Networking 

0%  5%  10%  15%  20%  25%  30% 

Percentage  of  Respondents  Identifying  each  Issue/Challenge 


Note:  Number  of  users  surveyed  =  57  Source:  INPUT 

Regarding  the  changes  in  what  customers  need  and  demand,  it  is  IBM's  view 
that  PS  customers  increasingly  place  a  high  value  on  time,  both  in  terms  of 
completion  of  a  project  and  regarding  use  of  internal  staff  and  management 
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time.  There  is  a  need  to  improve  the  effectiveness  of  individuals  and  the 
customer  organization  as  a  whole. 

One  PS  focus  for  making  such  improvements  is  the  provision  of  business 
process-related  services.  Andersen  Consulting  calls  this  Business  Process 
Management,  identifying  three  components:  design,  transformation,  and 
operation.  Such  "value-driven  reengineering"  (another  Andersen  term)  may 
bring  together  management  consulting  needs  and  IS  consulting 
requirements,  with  the  key  challenge  being  to  align  corporate  goals,  IT  goals, 
and  IT  responses  to  corporate  goals.  One  key  focus  for  BPR  is  to  make  better 
use  of  or  allow  easier  access  to  corporate  data.  It  should  be  noted  that 
INPUT  classifies  the  ongoing  operation  or  management  of  a  business  process 
as  a  form  of  outsourcing  and  not  part  of  professional  services. 

Another  customer  need  is  to  shape  new  IS  activities  to  cross-functional 
corporate  reorganizations.  The  reorganization  watchword  for  many  large 
user  organizations  is  the  globalization  of  competition  and  of  business 
opportunities — and  therefore  the  globalization  of  the  user  organization  itself 
and  the  attendant  needs  for  reorganization  and  PS-related  BPR.  George 
Shaheen,  Managing  Partner  of  Andersen  Consulting,  states  it  bluntly: 
"Globalization  is  driving  the  economic  engine."  In  his  mind,  the  key  words 
for  business  competition  today  are:  global,  network,  and  services.  Under 
these  conditions,  obviously  it  is  a  competitive  advantage — and  a  logistical 
and  organizational  challenge — for  a  PS  vendor's  team  to  be  both  globally 
networked  and  yet  staffed  with  local  repositories  of  skills. 

From  the  standpoint  of  the  changing  competitive  environment  for  users,  IT 
now  is  regarded  by  many  leading  firms  as  a  competitive  weapon,  and  a  small 
organization  can  use  IT  in  general  and  PS-aided  or  PS-guided  IT  changes  in 
particular  to  gain  a  technical  edge  that  allows  "David  to  kill  Goliath"  in  the 
competitive  arena. 

As  noted  repeatedly  from  this  report's  survey  data,  the  pace  of  technology 
change  is  driving  much  of  how  PS  firms  serve  user  organizations.  Andersen 
Consulting  notes  that  change  is  frequent,  unpredictable,  and  complex,  and 
the  "MTBS"  (Mean  Time  Between  Surprises)  is  much  shorter  now.  To  be 
responsive  to  customer  needs  in  this  environment,  the  PS  vendor's  team 
must  have  technical  expertise  that  is  not  just  deep;  it  must  be  broad  as  well. 
Professional  services  must  be  both  global  and  local,  and  provided  on  a 
seamless,  integrated  basis  throughout  the  process  of  helping  users  to  manage 
technical  change.  Andersen  reports  that  it  helps  customers  to  manage 
change  in  three  phases:  conceive,  implement,  and  sustain. 

The  key  area  of  technology  change  identified  in  the  data  collected  for  this 
report  is  the  trend  toward  client/server  systems  and  networking  solutions, 
given  the  ongoing  customer  evolution  from  mainframe-based  systems  to 
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networked-PC  solutions.  From  the  standpoint  of  opportunities  for  the  PS 
vendor,  this  means  first  Unking  the  customer's  legacy  mainframe-based 
solutions  with  client/server  functionality,  then  fully  integrating  them  into 
network-centric  systems.  IBM  reports  that  it  does  this  by  providing  large- 
scale  solutions  for  customers,  assuring  security,  and  fully  integrating 
systems.  Note  here  that  there  is  a  key  outsourcing  services  opportunity  after 
Sl-based  system  setup:  vendor  management  and  operation  of  the  resulting 
network  services. 

In  addition  to  implementing  new  technology,  such  as  like  client/server,  to 
meet  specific  customer  needs,  there  are  also  major  PS  opportunities  in 
helping  customers  assess  and  manage  technology  change-related  IT 
architecture  issues.  Client/server  technology,  for  example,  must  be 
addressed  at  the  architectural  level  before  most  implementation  can  proceed, 
and  this  would  also  be  true  for  the  technical  change  involved  in  customers' 
consideration  of  multi-vendor  "open"  or  "integrated"  systems,  both  on  the 
hardware  and  software  sides.  One  consulting  services  watchword  in  the 
architectural  arena  is  IT  "change  management,"  including  the  need  to 
educate  staff  regarding  technology  changes. 

A  trend  making  for  both  opportunities  and  challenges  for  the  PS  vendor  is 
the  limited  market  availability  of  technical  staff  and  expertise.  Overall, 
there  are  basic  shortages  in  IT  technical  staff  on  the  market  today,  which 
both  drives  demand  for  PS  expertise  and  makes  recruitment  of  such  experts 
more  difficult  for  PS  vendors.  On  the  demand  side,  customers  can  benefit 
from  contracting  for  specific  amounts  of  PS  staff  time  when  it  means  saving 
money  because  they  are  not  staffing  full  time  internally  for  peak-only  needs. 
Customers  also  can  apply  specialized  expertise  flexibly  and  economically  only 
as  needed,  including  project  management — especially  on  projects  of  limited 
duration.  This  need  would  also  apply  in  instances  of  high-priority  business 
requirements  and  project  deadlines,  where  use  of  professional  services  is  a 
short-term  alternative  to  internal  project  staffing  and  management  of 
complete  teams  that  might  need  to  be  disbanded  upon  project  completion. 
There  are  similar  opportunities  related  to  IT  outsourcing,  which  may  call  for 
consulting  to  aid  in  making  the  outsourcing  decision  and  may  lead  to 
business  opportunities  to  be  the  outsourcing  vendor,  if  that  is  part  of  the 
vendor's  services  offerings. 

On  the  negative  side,  one  business  force  inhibiting  the  PS  market  is  the 
ongoing  budget  constraint  of  many  user  firms  in  a  merger/acquisition  or  a 
downsizing  contraction  mode.  Positively  for  PS,  though,  outside  professional 
services  can  sometimes  substitute  for  internal  resources.  Here,  however,  the 
challenging  question  for  customers  is:  When  total  IS  budgets  are  cut,  should 
the  money  left  go  to  keeping  employees  on  the  payroll,  or  to  cutting  payroll 
by  substituting  PS?  On  the  other  hand,  the  concern  of  many  users  is  that 
they  perceive  PS  as  too  expensive  in  general. 
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Exhibit  11-3 


Also  on  the  negative  side,  and  as  noted  earlier,  PS  vendors  as  well  as  users 
suffer  from  shortages  of  skilled  technical  personnel  in  a  marketplace  where  a 
rapid  pace  of  change  constantly  is  creating  needs  for  new  technical  skills.  As 
shown  in  Exhibit  II-3,  the  vendors  surveyed  regard  the  technical  skills  of 
their  professionals  as  their  key  competitive  success  factor,  so  this  shortage  is 
a  major  problem. 


Competitive  Success  Factors  in  IVIarketing  PS 
(PS  Vendors' View) 


Technical  Skills/Quali 
of  Professionals 


Effective/Low  Pricing 

Ongoing  Relationships 
With  Customers 


Vendor  Reputation  and 
Strength,  Including  Financial 

Market  Knowledge, 
Including  Vertical 


Track  Record 

Value  and  Quality 
Delivered/Expectations  Met 

Focus  on  Business 
Benefits,  Planning  and  BPR 

Multiple  Locations, 
including  International 

Methodology 


Understanding  Customer 
Needs 

Range  of  Sen/ices  Offered 


19% 


Zl  16% 


3  16% 


w///////////////^m  13% 
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0% 


5% 


10% 


15% 


20% 


25% 


30% 


35% 


Percentages  of  Respondents  Identifying  Success  Factor 


Note:  Percentage  of  companies  surveyed  citing  tliat  factor  (abstracted  from  qualitative  answers) 

Source:  INPUT 


Overall,  the  competition  for  technical  talent — from  new  college  graduates 
and  experienced  workers  alike — continues  to  increase.  One  advantage  for 
many  PS  and  SI  firms,  however,  is  their  internal  skills-training  program, 
where  they  can  upgrade  skills  of  the  PS  firm's  staff  as  well  as  training  users 
in  new  technologies.  One  way  that  firms  like  Andersen  Consulting  and  the 
PS  divisions  of  systems  firms  like  Hewlett-Packard,  Unisys,  and  Tandem  all 
cope  with  the  shortage  of  technical  personnel  is  that  they  use  lower  cost 
offshore  software  development  operations  in  foreign  locations. 
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Whatever  the  source  of  the  expertise  brought  in  by  the  professional  services 
vendor,  one  customer-perceived  advantage  of  working  with  a  single  outside 
firm  is  if  the  PS  vendor  can  provide  all  the  expertise  required  from  a  single 
source,  rather  than  requiring  the  customer  to  make  up  and  then  manage 
teams  of  external  experts.  On  the  other  hand,  for  consulting  and  systems 
development,  professional  services  buyers  may  resist  using  PS  if  they 
perceive  that  use  of  an  outside  vendor  may  not  aid  them  in  strengthening 
their  internal  expertise  over  time. 

With  regard  to  pricing  for  professional  services,  the  data  collected  for  this 
report  indicates  continued  reliance  on  time-based  billing  in  much  of  PS. 
INPUT  has  determined  that  project  manager  billing  rates  range  from  $1,400 
-  $2,000  per  day  for  large  PS  firms  to  $800  -  $1,000  for  small  firms;  at  the 
bottom  of  the  scale  of  expertise,  programmer  rates  range  from  $350  -  $1,000. 

Though  Andersen  Consulting  notes  that  an  older  model  for  PS  projects  is  to 
price  them  on  a  task  basis — ^with  the  newer  model  being  value-based  projects 
and  pricing — it  also  acknowledges  that  as  few  as  20%  of  its  PS  projects  today 
include  some  value  pricing  component.  This  estimate  corresponds  with  the 
findings  of  the  research  for  this  report.  Nonetheless,  Andersen  asserts  that 
it  is  shifting  from  project-oriented  and  time-based  billing  to  process-oriented, 
knowledge-based  charge  structures. 

2.  U.S.  Professional  Services  Market  Forecast 

As  detailed  in  INPUT'S  report,  U.S.  Systems  Integration  and  Professional 
Services  Markets,  1994-1999,  industry  wide  PS  revenues  of  $23.0  billion  in 
1994  are  expected  to  grow  at  a  compound  annual  growth  rate  of  11%  over 
five  years  to  $38.0  billion  in  1999.  Note  that  the  closely  related  market  for 
systems  integration  services  is  projected  to  grow  from  $11.2  billion  to  $22.7 
billion  during  the  same  period,  at  a  higher  CAGR  of  15%. 
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User  Values  in  Acquiring  Professional  Services 

Exhibit  II-4  summarizes  the  most  highly  rated  user  considerations  in  the  use 
of  professional  services. 


Exhibit  11-4 


Top  PS  User  Considerations 


PS  spending  is  a  consistent  priority  for  customers 

Workload  and  technology-change  solutions  (especially  client/server)  are  critical 

Results  are  the  key  measure  and  selection  criteria:  PS  vendor  size  or  reputation 
matter  less  to  most  users 

Price  is  important,  but  it  is  only  one  factor 

Many  do  not  distinguish  between  PS  and  SI 

The  importance  of  SI  is  increasing 

Both  the  vendor's  technical  skills  and  working  relationship  with  the  user  are 
important 


Source:  INPUT 


Vendor  Marketing  and  Pricing  Strategies  and  Practices 

Exhibit  II-5  summarizes  the  most  highly  rated  vendor  considerations  in  the 
■   .    marketing  and  pricing  of  professional  services. 


Exhibit  11-5 


Top  PS  Vendor  Considerations 


Vendors  emphasize  their  technical  skills,  especially  in  client/server  and  networking 
PS  and  SI  increasingly  are  offered  together  and,  more  often  now,  outsourcing  as  well 
Competition  is  intensifying 

In  addition  to  technical  skills,  customer  relationships  are  very  important 

Vendors  generally  see  price  as  more  important  than  users  do 

Pricing  generally  remains  time  and  materials  or  fixed  priced  - 

Global  competition  is  the  new  reality 

Government-centric  PS  firms  face  big  changes 


Source:  INPUT 
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Recommendations 


Exhibit  11-6 


Exhibit  II-6  summarizes  INPUT'S  recommendations  regarding  the  marketing 
and  pricing  of  professional  services. 


Top  PS  Recommendations 


Along  with  software  development,  focus  on  technical  change — tactical  and  strategic 
Focus  on  results — and  proof 
Limit  emphasis  on  price 

Consider  adding  SI,  and  perhaps  outsourcing,  to  service  sets 
Stay  ahead  of  the  technology-change  curve 
Watch  out  for  new  niche  vendors 

Determine  how  to  compete  with  global  firms  and  for  global  customers 


Source:  INPUT 
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Systems  Integration  & 
Professional  Services 
Program  -  US- 

Provides  systems  integration  and  professional  services  vendors  with 
strategic  and  tactical  information  on  the  IT  market. 

U.S.  Services  Market 


1994  -  $34  Billion 


1999  -  $61  Billion 


M  Systems  Integration 
□  Professional  Services 

The  Systems  Integration  &  Professional  Services  Program  will 
help  you: 

■  Track  market  trends  and  new  business  opportunities 

■  Monitor  changes  in  user  service  requirements 

■  Improve  your  positioning  within  the  market 

■  Identify  the  relationship  between  systems  integration, 
professional  services  and  other  services  markets. 

■  Understand  strengths,  weaknesses  and  service  strategies  of 
leading  vendors. 


Continuous 
Information 
Services 


INPUT'S  MARKET 
SEGMENTATION 

Systems  Integration 

Equipment 

Software  Products 

Other 


Professional  Sen/ices 

IT  Consulting 

Business  Process 
Reengineering 

Education  &  Training 

Software  Development 

Application 
Maintenance 


San  Francisco 

1881  Landings  Drive 
Mountain  View 
CA  94043-0848 
U.S.A. 

Tel.  I  (415)  961-3300 
Fax  1  (415)  961-3966 


Program  Deliverables 


Systems  Integration  & 
Professional  Services  Markets 
Overview 

Analysis  of  changes  taking  place  in 
the  systems  integration  and 
professional  services  markets  and 
their  impact  on  the  five-year 
forecast  of  expenditure. 

Strategic  Perspective  Reports 

Analysis  of  topics  of  current 
interest.  Clients  are  encouraged  to 
identify  those  areas  to  be  covered 
by  future  reports. 

Planned  studies  will  focus  on 
subjects  such  as: 

■  Strategic  Alliances 

■  Pricing  and  Marketing  of 
Services 

■  Services  Opportunities  in 
Internet  Environments 

■  Customer  Satisfaction  in 
Services  Contracts 

Current  reports  include: 

■  Relationship  Between  BPR 
and  SI 

■  Partnering  in  the  Systems 
Integration  Market 

■  Contractual  Approaches  to 
Project  Risk  Reduction 


Montlily  Research  Bulletins 

Focus  on  research  findings  and 
opinions  about  current  events  that 
impact  business  integration. 

Competitive  Analysis 

■  Analyzes  the  relative  strengths 
and  weaknesses  of  the  leading 
integrators  and  professional 
services  firms 

■  Profiles  on  leading  systems 
integration  and  professional 
services  vendors  as  well  as 
notable  emerging  competitors: 

-  Discuss  competitors'  project 
service  offerings,  strategies, 
key  resources  and  market 
share 

-  Identify  primary  target 
markets  and  major  successes 

-  Define  companies' 
organizational  structures 

Support  Services 

■  Consultant  Access  -  Contact 
INPUT  consultants  for  answers 
to  your  specific  questions. 

■  On-Site  Briefings  -  Bring 
input's  executives  and  analysts 
to  educate  your  sales  and  market 
department,  help  focus  strategic 
plans,  speak  to  your  clients, 
investors,  etc. 


Systems 
Integration  & 
Professional 

Services 
Program  -  U.S. 


SI&PS 
IBM/ISSC 
EDS 
CSC 

Andersen  Consulting 

Digital  Equipment 
Corporation 

Unisys  ' 

SAIC 

AT&T  CIS 

PRC 

Ernst  &  Young  LLP 
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Clients  make  informed  decisions  more  quickly  and  economically  by  using 
input's  services.  Since  1974,  information  technology  (IT)  users  and  vendors 
throughout  the  world  have  relied  on  INPUT  for  data,  research,  objective  analysis 
and  insightful  opinions  to  prepare  their  plans,  market  assessments  and  business 
directions,  particularly  in  computer  software  and  services. 

Contact  us  today  to  learn  how  your  company  can  use  INPUT'S  knowledge  and 
experience  to  grow  and  profit  in  the  revolutionary  IT  world  of  the  1990s. 
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